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Economics and Gerontology 


Rosert L. PETERSON 
Business Management Service, University of Illinois 


GERONTOLOGyY is a word with which we 
shall all soon be familiar. The word, 
which means the study of aging, is 
based on the Greek word “geron,” 
meaning old man. Geriatrics, a more 
specific term, refers to the medical and 
physiological aspects of aging. The 
study of aging is a field of rising impor- 
tance as a result of increasing numbers 
of older people in our midst. 

~The close relationship between eco- 
nomics and gerontology becomes ap- 
parent when it is considered that the 
majority of older people have limited 
financial resources and are economi- 
cally unproductive. Notwithstanding 
these limitations, the needs of older 
persons for basic consumer goods con- 
tinue with little if any abatement. The 
resulting economic dilemma, which has 
plagued social planners for generations, 
is rapidly becoming intensified in Amer- 
ica as a consequence of the expanding 
numbers of older people in relation to 
productive workers. 

The statistics which describe the 
changing structure of age groups in the 
population deserve the serious attention 
of economists and businessmen. As the 
situation stands today, the proportion 
of persons 70 years of age and over is 
more than three times as great as it 
was a hundred years ago. The shift in 
age groups is shown graphically in 
Chart 1, which illustrates the percent- 
age distribution of the population in 
1950 and 1850 by age and sex. 

We now have in America 11 million 
seople 65 years of age and over, con- 


stituting 7.6 percent of our population. 
There is nothing surprising in this fact, 
but it is startling to consider that the 
best estimates from the Bureau of the 
Census indicate that both the number 
and the percentage of people in this 
age category will approximately double 
in the next thirty years. Life expect- 
ancy, which was 26 years in the days 
of the Roman Empire and which rose 
slowly until it reached 46 years in 
America at the turn of the twentieth 
century, has taken an upward surge 
until it now stands at the threshold of 
70 in this country (Chart 2). We have 
the medical sciences to thank for this 
remarkable achievement in life expect- 
ancy, but we must now turn to the 
social sciences, particularly economics 
and psychology, for assistance in mak- 
ing these added years rewarding and 
productive. 

The later years or the years after 60 
are not at present rewarding for a ma- 
jority of our citizens. There are several 
reasons for this, primary among them 
the stark fact, as reported by the Bu- 
reau of the Census, that only one-third 
of our population over 65 years of age 
have an income of at least $1,000 an- 
nually. When we think of older people, 
we may tend to think of them as being 
economically secure, enjoying the fruits 
of former labor in the form of at least 
a moderate income, and doing the 
things they always looked forward to 
doing. However, this happy state has 
no reference for the majority. Fully 
one-third of our population over 65 
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Chart 1. Population of the United States, by Age and Sex, 1850 and 1950 
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Source: “Introduction: A Philosophy of Aging,’ Annals of the American Academy of 
Political and Social Science, January, 1952, p. 4. ° 


have an income less than $1,000 an- 
nually, and the remaining one-third, 
with no income at all, must depend on 
relatives, friends, and public assistance 
for support. 

While economic inadequacy is not 
the only problem presented by the later 
years, most welfare workers will agree 
with oldsters who insist that this is the 


most difficult problem of all. The ques- 
tion then arises: What can we in eco- 
nomics and business management do to 
correct the economic ills faced by our 


rising population of older people? 


Government Plans 


The Federal Social Security Act, 
with its programs of (a) Old Age 
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Chart 2. Life Expectancy, 1879-1950 (average age of deaths) 
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Source: Nathan Shock, Trends in Gerontology, p. 7. Data from Statistical Bulletin, 
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Assistance and (b) Old Age and Sur- 
vivors Insurance, provides a partial so- 
lution to the problem of meeting the 
needs of older people. 

(a) The Old Age Assistance pro- 
sram, administered in cooperation with 
the states, now provides economic aid 
to nearly three million people over 65 
years of age. Payments in 1951 aver- 
aged about $44 monthly per recipient. 
However, this program is simply one of 
sharity relief and offers no incentive to 
the individual to be thrifty during his 
working career. It also offers no work 
notivation to the recipient after his 
working career, since any earned in- 
some is deducted from the amount 
which he has been found eligible to 
eceive. 

(b) The Old Age and Survivors In- 
urance program, which now covers 
‘bout 46 million workers, is a source of 
ncome for nearly three and one-half 


million people over 65 years of age. 
Payments in 1951 averaged about $40 
monthly per individual beneficiary and 
$72 monthly per beneficiary and spouse. 
This program has more to recommend 
it than the Old Age Assistance program 
does, since payments are based on con- 
tributions which the individual and his 
employer have made during the per- 
son’s working career. Its chief draw- 
backs are that many categories of 
workers are not covered by its provi- 
sions, and that beneficiaries from 65 to 
75 years of age are discouraged from 
continuing to work, since earnings over 
$50 monthly in covered employment 
make them ineligible for payments. 


Employer Pension Plans 


Another partial solution to the prob- 
lem of meeting the economic needs of 
older people is the employer pension 
plan. The number of employers pro- 
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viding pension plans is gradually in- 
creasing, and about one-sixth of all 
workers are now covered by plans of 
this kind. Most of these plans operate 
on the basis of contributions from both 
the employee and the employer, and 
most provide the retired worker with a 
life income of approximately one-half 
his income at the time of retirement. 
One of the weaknesses of the employer 
pension system is that accumulated 
pension privileges are not transferable 
when an individual moves from one or- 
ganization to another. Another is that 
these plans operate on the basis of 
accumulated earnings and fixed retire- 
ment schedules which make it (a) un- 
desirable for the organization to hire 
persons over fifty-five years of age, and 
(b) desirable to retire all persons on a 
uniform basis when they have reached 
a fixed chronological age. 


Personal Planning 


It is more in keeping with American 
traditions to think in terms of personal 
planning, which will place the respon- 
sibility for future finances on the indi- 
vidual rather than on the government 
or on employers. Personal planning by 
the individual requires real thought 
and initiative today as a result of in- 
flated costs, lower interest rates, and 
higher taxes. One must plan to provide 
not only for the immediate years after 
65, but also for the years which may lie 
beyond. As Mehr and Osler point out 
in Modern Life Insurance, a man at 65 
may expect to live 14.4 years longer. If 
he fulfills this expectation and lives to 
be 79.4, he may reasonably expect to 
live about 7.5 years longer. And if he 
lives to 87, he may expect about five 
more years, and so on. It is desirable 


that every employed person make spe- 
cific plans as early as possible which 
will provide him at 65 with a private 
income of at least $100 a month. This 
can be accomplished: by beginning at 
25 years of age and saving as little as" 
67¢ a day ($243 per year) toward the 
purchase of retirement annuities. If a 
man waits until he is 65, an annuity 
which will pay $100 a month for life 
will cost $15,907. These illustrations 
impress one with the importance of 
early financial planning if sufficient) 
funds are to be available in the later 
years when employment opportunities: 
will virtually cease to exist — although 
one’s consumer needs will continue and 
medical needs may increase. 

As shown in the example given, there 
is no end to life expectancy if one con- 
tinues to live. In one’s planning, there-_ 
fore, one must anticipate the possibility” 
of an extended life. A case was re-) 
ported in the press recently of a man 
who had carefully provided for his fi- 
nancial needs based on the calculated” 
assumption that, since none of his 
known relatives had lived to be older 
than 85, he would never survive beyond 
90 at most. When he reached 89 he- 
took a long trip and made generous 
gifts to friends which exhausted all but’ 
his budgeted funds for the remaining 
year. It is likely that he was consider- 
ably chagrined to find himself very 
much alive at 90 and very much in 
need of the old age assistance funds for 
which he has now applied. 

Among the things to be considered 
in early, sound planning for the indi- 
vidual of moderate means must be: 
(a) provision for emergencies, probably 
by health, accident, and life insurance : 
(b) provision for adequate housing, 
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possibly by personal ownership of a 
home; (c) provision for vacations and 
the education of one’s children, per- 
haps best made by regular deposits in 
savings accounts; and (d) provision 
for the years after 65, which may be 
made by (1) accumulating some real 
state in earlier years, (2) retirement- 
ncome insurance, and (3) conservative 
nvestments in sound stocks and bonds. 
A wage earner who budgets his income 
and acts upon the four considerations 
enumerated stands an almost certain 
chance of enjoying economic independ- 
nce in later years. 


Why a Fixed Retirement Age? 


We should not, however, be content 
vith the mere advocacy of programs of 
arly financial planning as a solution 
9 the problem. We should also be con- 
erned with the inherent right of the 
ndividual to work as long as he is 
villing and able to do so—a right 
vhich is now being denied many older 
ersons as a consequence of age limita- 
ions on employment which exist in a 
majority of our business and govern- 
nental organizations. These arbitrarily 
ixed and entirely unscientific limits on 
mployment are responsible for the loss 
9 our economy of several hundred 
housand workers annually who are 
till competent and eager to work. 
‘here is actually a dual problem to be 
aced: on the one hand, there is the 
nemployed individual in his 40’s, 50’s 
nd 60’s who finds it difficult to obtain 
fork, and, on the other, the employed 
rorker who reaches 65 and is forced 
ito retirement. 

It is perplexing to ask business ad- 
linistrators why they require employ- 
*s to retire at a given age such as 65. 


Official A will tell you in all serious- 
ness that it’s because oldsters begin to 
lose their competence and hence their 
employability when they reach their 
60’s. Official B will insist that it’s be- 
cause employees should be rewarded 
with a pension and leisure time after 
long years of faithful service. Official 
C may ponder a bit and then reply 
that the old employees must be put to 
pasture in order to provide opportuni- 
ties, advancement, and motivation for 
younger workers. Official D may insist 
that the mechanics of a sound retire- 
ment pension plan can operate effec- 
tively only when there is a uniform 
retirement age for all employees. And 
Official E may admit that he just 
doesn’t know, but that he guesses it’s 
because “everybody’s doing it.” 

Aside from the ingenuous observa- 
tion of the last-mentioned official, none 
of these arguments appears to be partic- 
ularly well founded. The very fact 
that there is such a divergence of 
views seems to suggest the weaknesses 
of the various positions. As the response 
of Official A is perhaps most frequently 
expressed by businessmen, let’s look at 
the record with reference to the em- 
ployability of older persons. 

What evidence is there to support 
the belief that productive competence 
wanes in the 60’s? If it’s true that 
sexagenarians are in their decline, we 
can only wonder at the miracles 
wrought by American statesmen in the 
past century and a half. Though 
largely in their 60’s and beyond, these 
oldsters have managed to perform a 
peculiarly effective job in planning and 
directing our national progress. 

There has been little organized re- 
search into the capabilities of older 


people, but such studies as have been 
conducted suggest that we may need to 
alter our thinking on this important 
issue. A study conducted by the Bureau 
of Labor Statistics, reported in the 
Monthly Labor Review for July, 1948, 
reveals that absenteeism was found less 
frequent among older workers. Ab- 
senteeism among men was found high- 
est among youngsters under twenty 
(5.2 days lost per 100 scheduled work 
days), after which it declined steadily 
until the low point was reached in the 
group age of 55 to 59 (2.8 days lost). 
Absenteeism increased slightly among 
men over 65, but even so the rate of 
absenteeism among men in this group 
compared favorably with rates found 
among men in their 30’s and 40’s, and 
was considerably less than for men 
under 30. These rates, incidentally, 
were obtained in a period of full em- 
ployment when large numbers of these 
older workers were on the job. 

The study indicated that, with re- 
spect to work injuries, older workers 
had a record that was at least as good 
as and even somewhat better than for 
younger workers. The rate of frequency 
of disabling work injuries was found 
generally lower among workers over 
50. No age group over 50 had a rate 
as high as the group from 35 to 44 
years of age. With respect to nondis- 
abling injuries, the rates were found to 
be highest for workers in the 20’s and 
lowest for those over 40. The frequency 
rate for all groups of workers over 50 
ranged from a half to a quarter of the 
rate for workers in their 20’s. On the 
other hand, it was observed that older 
workers required more time for their 
injuries to heal. 

The study also recorded medical 
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visits made by employees for minoy 
aches and pains not directly related t 
work accidents, such as headaches, 
colds, digestive discomforts, and me 
strual pains. Surprisingly, the recore 
showed that among both men an 
women the older workers made fewe 
medical visits than did those in the} 
younger age groups. 
This study, of course, provided . 
a partial answer with reference to the 
employability of older people. Data. 
must now be accumulated with referd 
ence to productivity. Do older workers 
keep up the pace and produce as well 
as younger workers? The Bureau of 
Labor Statistics reports that it has been 
unable to obtain any comparison of 
output by age groups, since any studies” 
in comparison would have to be base 
on large numbers of older workers 1 
the same or similar jobs as young 
workers — a work situation which ap- 
parently does not exist. But Dr. Ewan _ 
Clague, Commissioner of the Bureau 
of Labor Statistics, reports that he be- 
lieves older people as a group show a | 
greater willingness and zeal on the i 
‘ 
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than do younger workers, and that in 
work where physical effort is not a 
principal consideration older workers 
are able to maintain their previous level 
of productivity, or a substantial meas-— 
ure of it, for many years beyond 65. 

Support for this view comes from | 
the United States Public Health Sery- 
ice, which has conducted comprehen-_ 
sive studies in disabilities. These studies - 
show that the onset of chronic disabilig 
ties is a gradual process and is not 
concentrated in any particular ag 
group. In a National Health Surv 
among persons 65 to 74 years of age, i 
was found that nearly half the indi- 


viduals examined were affected by no 
chronic disability or impairment of any 
ind, and that only a small proportion 
of the population, even at the upper 
age extreme, was so disabled as to be 
unable to engage in some form of pro- 
ductive employment. 

From the foregoing, it appears that 
in certain tangible respects older people 
retain their employability well beyond 
65 — the usual point of involuntary 
Employment termination. There is, of 
course, the ever-present variable of in- 
dividual differences. This means that 
some employees are indeed through at 
95, a few of whom are actually dis- 
abled and others of whom simply lack 
motivation and should perhaps have 
peen retired years before. But most 
Idsters with a good work history are 
st getting their second wind at 65 and 
are ready to embark on another decade 
or two of productive effort in the 


or sO Many years. 


Do Employees Want to Retire? 


There is evidence that a minority of 
eople reaching 65 want to retire. The 
rlamour of retirement for most em- 
Dloyees seems to grow inversely with 
idvancing years. While youngsters in 
heir 20’s and 30’s tend to ask “Why 
lon’t they lower the retirement age?” 
he oldsters of 50 and 60 tend to ask 
‘Why do they have to move us out at 
95?” Professor William Haber of the 
: niversity of Michigan, quoted in The 
ew York Times, makes the flat asser- 
ion that “probably fewer than a tenth 
f the retired workers voluntarily en- 
red retirement.” Dr. Nathan Shock 
eports, in his book Trends in Geron- 
logy, that in a survey of men receiv- 
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xctivity which has held their interest 
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ing Federal Old Age benefits, “only one 
in 20 stopped work voluntarily while 
he was in good health . . . more than 
half of them had been either discharged 
or retired because of chronological age 
requirements.” In addition, numerous 
spot surveys among older people indi- 
cate that a majority of men who reach 
the mandatory retirement age would 
prefer to continue work rather than 


retire. 
The Future 


We have seen many _ economic 
schemes arise for older people, such 
as Ham ’n Eggs, $30 every Thursday, 
and the Townsend Plan. With the rise 
in numbers of oldsters we shall likely 
see more of these schemes, since bored 
and inactive people can readily be 
attracted by something for nothing. By 
sheer force of numbers older people 
are becoming a force which, if organ- 
ized politically, couid obtain nearly 
anything it wished. There was an ex- 
ample of this in a northwestern state a 
few years ago when, after a lively 
campaign sparked by a corps of active 
oldsters, a liberalized program of old 
age pensions was enacted which it was 
later discovered the budget could not 
support. 

We should not be critical of these 
people. Idle and poor, facing closed 
employment doors and suffering under 
a pall of prejudice, it is no wonder 
that they turn with interest to schemes 
and handouts which may brighten their 
outlook. We should rather be critical of 
ourselves that we have not done more 
to encourage financial independence 
and to provide continuing work oppor- 
tunities for them. 

It is more sound, economically, to 
keep able-bodied men and women 
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earning incomes and buying goods than 
it is to create arbitrary age barriers 
which force older workers into in- 
activity, despondency, and ultimately 
onto relief rolls. If productive inactivity 
and a place on relief rolls are to be the 
fate of a majority of our mounting 
numbers of oldsters, there seems little 
question but that the future holds in- 
creased rather than decreased taxes 
and a lower rather than a higher stand- 
ard of living for all. 


Summary 


Economics has an important role to 
play in the broadening field of geron- 
tology. We cannot escape the statistics 
which indicate conclusively that a sub- 
stantial majority of our~ population 
reach old age economically unprepared 
for the years that remain. We cannot 
escape the fact that this economic in- 
adequacy is responsible for much of 
the unhappiness of old age. We cannot 
escape the fact that our economy is 
not providing work opportunities for 
the majority of older people who want 
to work. And, perhaps even more im- 
portant, we cannot escape the fact that 
present practices and attitudes toward 


¢ 


older people are depriving our economy 
of large numbers of workers who are 
still productive and eager to be utilized. || 

What can economists and business- 
men do? We must emphasize among | 
youth the wisdom and urgency of eco- | 
nomic planning for the later years. We | 
must have confidence in present re- | 
search findings concerning the employ- | 
ability of older people and remove age |} 
barriers which now prevent them from 
obtaining employment. We must spon- | 
sor further research into the capabilities; 
and productiveness of older people in i 
various types of work. We must fight } 
the requirements which exist in many | 


firms that employees retire at a certain |} 
age. And we must devise a means of | 
determining retirement at a biological | 
rather than a chronological age. | 
As old age is our inevitable destiny 
if we continue to live, we should in 
vest this period of life with conditions | 
and opportunities which will make it | 
as desirable a time of life as any other. | 
Economists and businessmen are in | 
perhaps the best position of all to de- | 
stroy the prejudices which exist toward | 
older people and to raise the status of | 
the later years. 


ANy have blamed inefficiencies in 
arket distribution for the high cost 
f living. We have been told that there 
e too many middlemen, and that the 
astes in advertising and in the dupli- 
tion of retail stores and delivery 
putes of wholesalers and retailers have 
creased marketing costs. The trouble 
ith these statements is that they aren’t 
e: 
Some writers and teachers of market- 
ig have said that marketing costs were 
acreasing in relation to production 
ts —in other words, that we have 
ot increased the output per worker as 
pidly in distributing goods as we have 
2 producing goods. The reasoning has 
en along this line: Laborsaving ma- 
hinery in our factories and on our 
arms has increased the output per 
orker and made higher wages possible. 
farketing institutions have had to pay 
ese higher wages but there has been 
comparable laborsaving machinery 
1 marketing. The result is that mar- 
eting cost, as a percentage of selling 
rice, has increased. This may be illus- 
‘ated by some hypothetical situations 
<pressed in constant units, for a past 
eriod when we were operating with 
-wer and less modern machines and 
1 the present period when we have 
any more and faster machines and 
perate in a national economy with 
uyers and sellers many miles apart. 
igures in the tabulation represent 
snts. 


Marketing Cost Has Not Increased 


P. D. ConvERSE 
Professor of Marketing, University of Illinois 


Present Period 
Past Case Case Case Case Case 
Period B GE. D E 
Production cost.. 50 25 25 25 25 25 
Marketing cost.. 50 50 60 40 25 20 


Price toconsumer 100 75 ~~ 85 6 50 45 

In the past period, marketing took 
50 percent of the price paid by the 
consumer. We assume that in the 
present period laborsaving machines 
and better work organization have re- 
duced the cost of production to 25 
cents. Case A assumes that the cost of 
marketing has remained constant; case 
B, that it has increased; case C, that it 
has decreased but at a slower rate than 
production cost; case D, that it has de- 
creased at the same rate as production 
cost; and case E, that it has decreased 
at a faster rate than production cost. 
In case A, marketing cost has remained 
constant but has increased 
percentagewise to 66.7 percent. In case 
B, marketing cost has increased to 60 
cents and takes 70.6 percent of the 
price paid by the consumer. However, 
the consumer is benefited, as he now 
pays 85 cents for an item formerly 
priced at 100 cents. From this situation 
many argue that higher marketing costs 
are in the consumer’s interest; because 
they cover increased selling and trans- 
portation costs and allow the factories 
to operate at decreasing costs, prices to 
the consumers actually drop.-In case 
C, both production and marketing costs 
drop but production cost shows a 
greater decrease. The price to the con- 
sumer has declined to 65 cents but 


in cents 
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marketing takes 61.5 percent of this 
amount. In case D the costs of produc- 
tion and marketing have dropped at 
the same rate, so that the consumer’s 
dollar is divided in the same proportion 
as in the first period. In case E market- 
ing cost has declined more than pro- 
duction cost and takes 44.4 percent of 
the consumer’s dollar. Many marketing 
students and teachers have assumed 
that either case A or case C represents 
what has happened during the past 50 
or 75 years. 

The purpose of this article is to ex- 
amine the evidence and ascertain if 
possible whether the cost of marketing 
has declined and, if so, whether it has 
declined more or less rapidly than the 
cost of production. Costs may be meas- 
ured in dollars and percentages or in 
volume of output per worker. 


Marketing Is Movement 


Marketing has been said to consist 
of matter in motion. Matter is moved 
in two ways. First, there is physical 
motion — the movement of goods 
through space from producers of raw 
materials to factories, from factories to 
retail stores, and into the homes of the 
ultimate consumers. Second, there is a 
movement of ownership — the move- 
ment of goods along trade channels and 
into the hands of the ultimate con- 
sumers. A rough estimate indicates that 
physical movements, including rent of 
warehouses and stores, make up about 
one-half of the total cost of marketing. 
Physical 
Movement. It is evident to even the 
casual observer that there are many 
laborsaving devices in the physical 
handling of goods. Examples are fur- 


Laborsaving Devices in 
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reach their destinations; the pipe line; 
the lake boat and the river barg 


by gravity; the power crane; and va- 
rious kinds of machines for moving 
observer are the use of pallets, fork-lift, 
trucks, and one-story warehouses. There 


- JQ 
ee ea 


— er 


are many laborsaving devices used for 
moving goods into, through, and out of 
warehouses and storage yards. For ex- | 
ample, there are overhead belts to pu 1 
dollies along assembly lines, straddle 
trucks, portable power cranes, endless 
belts, various kinds of elevators, and 
gravity chutes. Recently great progress 
has been made in the introduction of 
fork-lift trucks, which move goods on 
pallets into and out of one-story ware- 
houses. In many instances these reduce 
labor costs by 25 percent or more, as 
compared with multi-story warehouses 
without pallets. 


Movement of Ownership. At first 
glance there do not seem to be as many 
opportunities for the use of labora 
ing devices in buying and selling eo 
fer of ownership) as in the physic 
handling of goods. Demand for specifi¢ 
goods must be created or stimulated, 
and buyers and sellers must meet per- 
sonally to negotiate sales and purchases 
Buying and selling are person-to-perso 
or hand operations. Opportunities f 
the use of laborsaving machines in buy 
ing and selling are not obvious to th 
casual observer. Vending machin 
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nust be serviced and are considered as 

convenience in locations with light 
lemand rather than as laborsaving 
evices. 

When we look more carefully, there 
ire, however, many laborsaving devices 
nd methods used in reducing the num- 
yer of man-hours required to sell a 
siven volume of goods. 

There is, first, the increasing amount 
£ consumer income going into rela- 
ively large purchases such as automo- 
piles, furniture, refrigerators, washing 
machines, television sets, tractors, and 
arm implements. It is said to require 
ewer man-hours to sell $1,000 worth of 
uch goods than $1,000 worth of meat, 
ireakfast cereals, toilet articles, and 
ther convenience merchandise. 

' Second, there is the growth of inte- 
vated companies, which carry goods 
rough two or more steps (stages) in 
he trade channel and by so doing re- 
luce the number of times that an 
rticle is bought and sold. Perhaps the 
aost familiar such institution is the 
ain store that operates its own whole- 
le houses and eliminates sales between 
wholesaler and retailer. Many large 
jail order houses and department 
tores do the same. There are many 
aanufacturers who operate wholesale 
ranch houses and sell direct to the 
etailers. Some operate furnaces, mills, 
actories, and wholesale houses; others 
perate factories and retail stores. Some 
irge retail organizations go further and 
elp in designing and testing products 
nd in financing manufacturers. In 
sme instances they operate plants and 
janufacture some of their own goods. 
‘he purpose here is not to discuss the 
arious advantages and disadvantages 


of vertical integration, the situations or 
conditions under which it will prove 
successful, or its social implications. It 
need only be pointed out that success- 
ful vertically integrated concerns do 
reduce the number of hours required 
to move the ownership of a given 
quantity of goods through the trade 
channel. 

Third, there is the rise of the cash- 
carry-self-serve store which materially 
reduces the time required to sell goods 
to the consumers. We are familiar with 
the supermarkets operated in this way 
to sell groceries, meats, produce, no- 
tions, toilet articles, drugs, household 
hardware, magazines, and other types 
of convenience goods. Self-serve or 
semi-self-serve stores are becoming 
rather common in certain other trade 
lines. Variety goods have for some 
years been sold by a semi-self-serve 
method, and this method is now being 
applied to drugs, hardware, and many 
kinds of clothing. There are also some 
self-serve clothing stores and filling 
stations. 

Fourth, many laborsaving machines 
and devices are used in accounting for 
purchases and sales. In fact, the ad- 
vances in laborsaving devices, ma- 
chines, and work organization in ac- 
counting can be as important as they 
are in the physical handling of goods. 

Fifth, it is contended that large- 
scale advertising creates demand or 
consumer acceptance for certain 
branded goods so that these are bought 
more or less automatically at retail, 
thus reducing the cost of selling for 
wholesale and retail stores. This argu- 
ment receives long and loud support 
from advertisers but definite evidence 
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to bear out their position is lacking. 
Nevertheless it does seem that in many 
situations advertising reduces the num- 
ber of man-hours required to sell a 
given volume of goods. : 

Sixth comes the application of 
analysis and research to marketing 
activities. Marketing research has de- 
veloped during the past half century, 
particularly during the last twenty 
years. It helps to provide facts which 
serve as a basis for conducting market- 
ing activities and formulating market- 
ing policies. A few examples will illus- 
trate the saving possible. Analysis of 
selling costs often shows that certain 
territories, customers, or products are 
unprofitable. Such information fre- 
quently leads to selective selling, under 
which a seller stops selling to unprofit- 
able territories or customers and con- 
centrates on more profitable areas or 
customers, with a resultant decrease in 
expense and frequently with an in- 
crease in sales. A study of advertising 
may reduce expense in relation to sales 
by finding out what type of advertising 
or copy to use and determining the 
specific media which produce the best 
results. A study of products and pack- 
ages may reduce sales resistance and 
expense. 

Seventh, a reorganization of work 
may reduce expenses by increasing out- 
put per worker. Accounting records 
may be simplified, and routing through 
the office or plant improved. Offices, 
warehouses, and stores may be rear- 
ranged to reduce labor. Work reorgani- 
zation may be as effective as new ma- 
chines in increasing output per worker. 

Some changes, such as delivery of 
milk on alternate days and patronage 


‘sources of data. First, there are studies 


of self-serve-cash-carry stores, place ex- | 
tra burdens on the consumers. How- 
ever, in many instances the consumers } 
enjoy selecting their own goods without | 
being “pressured” by salespeople, and | 
ownership of cars simplifies transport 
ing the goods home. Shorter work 
hours give consumers more time to) 
shop. 

Perhaps enough illustrations have ? 
been given to show that numerous la=} 
borsaving devices are used in the buy- \ 
ing and selling of goods. But have these | 
been as numerous and effective as those } 
used in producing goods? What is the } 
evidence? | 


What Are the Facts? | 
There are, roughly speaking, two | 


of expenses of various groups of com- | 
panies. Many of these were published _ 
by System magazine in the 1900’s and 
1910°s; others have been made by unis | 
versity bureaus of business research and © 
by government bureaus. Based on ' 
type of information, Lough and Gains- 
brugh in High Level Consumption, | 
published in 1935, estimated that the” 
cost of marketing finished manufac- 
tured goods from manufacturer to con- | 
sumer declined from 31.4 percent of | 
retail price in 1909-14 to 29.9 percent 
in 1931. The explanation given for this | 
decline was the increased proportion of | 
consumer expenditures going for large 
articles such as automobiles. 

The second type of evidence is that 
of over-all pictures or large segments of 
our economy given by the Censuses of 
Distribution, Business, and Manufae- 
tures. The first complete Census 0 
Distribution was that for 1929. With 


he publication of the results, for the 
rst time we had information on the 
otal cost of distributing goods at 
holesale and retail. 
Reports of the railroads to the Inter- 
tate Commerce Commission give us 
ather definite figures on the costs of 
perating railroads, although some esti- 
nating is needed to segregate the cost 
f moving goods from the cost of mov- 
g people. Reports of the Bureau of 
ternal Revenue give much informa- 
on as to the expenses of corporations 
wgaged in other forms of marketing, 
ch as the operation of pipe lines, 
ips, and trucks. We are still depend- 
at upon sample or fragmentary studies 
w the marketing expenses of manufac- 
nrers, farmers, mine operators, and 
mincorporated businesses. The corpo- 
ation reports of the Federal Trade 
ommission for 1940, however, cover 
_very large portion of manufacturing 
dustry. Although some estimating is 
scessary we can now compile figures 
pvering the costs of producing and 
yarketing goods which we feel are 
asonably accurate in giving an over- 
1 picture. 
| The writer brought this information 
sgether in 1933 and it was published 
1 Elements of Marketing in January, 
935. This study covered lumbering, 
tining, oil production, fishing and 
anting, farming, manufacturing, con- 
ruction, railroad freight _ service, 
holesalers, retailers, and corporations 
gaged in water transportation, opera- 
n of pipe lines, and storing and cart- 
g of goods. The total value added by 
ese industries amounted to $75.6 bil- 
n, compared with total national in- 
me of $81.6 billion. The computa- 
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tions showed that marketing accounted 
for $39.4 billion, or 52.2 percent of the 
total value added, and production ac- 
counted for $36.2 billion, or 47.8 per- 
cent of the total. In 1939, Stewart, 
Dewhurst, and Field, in Does Distribu- 
tion Cost Too Much?, published by the 
Twentieth Century Fund, estimated 
that marketing cost $38.5 billion. This 
was $0.9 billion less than my estimate 
and it did not include the cost of 
marketing raw materials. Both Stewart 
and I had to base our estimates of 
manufacturers’ marketing expenses on 
limited data. When the coporation re- 
ports were published by the Federal 
Trade Commission for 1940 it was 
evident that our figures were too high, 
although Stewart’s estimate was closer 
than mine. My revised estimate of total 
marketing cost for 1929 is 49 percent. 

Although Stewart’s estimate of total 
marketing cost for 1929 was somewhat 
lower than mine, he compared it with 
purchases of terminal buyers and con- 
cluded that marketing took 59 percent 
of the prices paid by these buyers. I 
compared my estimate with total value 
added by the segments of the economy 
included in the computations and se- 
cured a figure of 52.2 percent. Wilfred 
Malenbaum pointed out in the Quar- 
terly Journal of Economics for Febru- 
ary, 1941, that Stewart’s figure was 
applicable to $75.3 billion of commodi- 
ties of which it was 51.1 percent. Thus 
the two estimates for 1929 made by 
different persons and in somewhat dif- 
ferent ways came out remarkably close 
together. 

My estimates for 1939 were: value 
added by marketing, $29.4 billion; by 
production, $28.9 billion. Marketing 
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accounted for 50.5 percent of the total 
and production for 49.5 percent. Mr. 
L. H. Mantell, in an unpublished study 
for the United States Department of 
Commerce, used an entirely different 
method and computed marketing ‘cost 
as $30.9 billion, or 50 percent of gross 
increment. 

My estimate of the cost of marketing 
for 1948, to be published in the forth- 
coming edition of Elements of Market- 
ing, is $90 billion, or 48 percent of the 
value added (47 percent of total dis- 
posable income). 

Before commenting on these figures, 
one inconsistency should be mentioned. 
“Cost” may refer to the total spread or 
margin secured by an institution. Such 
“cost” includes both expenses and 
profits. This is the cost paid by the con- 
sumer and is the cost included for 
wholesalers and retailers. However, for 
manufacturers, farmers, and mine op- 
erators, “cost” is an estimate of their 
buying and selling expenses and in- 
cludes a part of their administrative 
expenses. I have not as yet found a 
satisfactory method of allocating their 
profits between production and mar- 
keting. If their profit could be so di- 
vided, the total cost of marketing would 
be somewhat larger than indicated by 
the figures given above. 


Nature of Marketing Costs 


Marketing costs are made up largely 
of wages, salaries, rents, advertising, 
transportation, postage, electricity, and 
supplies. When prices change, the 
prices of most of these items lag be- 
hind the movement of commodity 
prices. The economist sometimes refers 
to such prices as “sticky.” In periods 


of rising prices, salaries, rents, wages, 
freight rates, advertising rates, and 
rates for electricity do not usually rise 
as fast as the prices of the goods sold. 

This means that the expense percent-_ 
ages decline. The opposite is true 
when prices fall. We would then expect 
the percentage of national income 
taken by marketing to decrease in > 
periods of rising prices and increase in 
periods of falling prices. This tendency — 
likely accounts for the percentage in- 
crease in marketing cost between 1929) 
and 1939 and the decrease from 1939 _ 
to 1948. Such increases and decreases 
are limited by the fact that for whole- 

salers and retailers we use their gross : 
margin as cost. This margin includes 
expense and profit. Expense percent- 
ages change more than margin percent- 
ages do. 

There are two causes for the sticki- 
ness of margin percentages. One is the 
use of customary markup percentages, 
as 16%, 25, 33%, or 50 percent. Manu- 
facturers often suggest resale prices 
for their products to give the usual or 
customary percentages of margin. Such 
percentages do not change promptly 
with changes in prices. The other 
reason is competition. In a rising mar- 
ket a merchant may not have to reduce 
his margin to make sales and his profit 
percentage will therefore increase. In a 
falling market he may be unable to in- 
crease his margin to cover his higher 
expense percentages and maintain ‘his 
rate of profit. Between 1939 and 1948 
there were definite declines in the ex- 
pense percentages of both wholesalers 
and retailers. My figures for margins 
were: wholesalers, 11.7 percent in 1939 
and 12.0 percent in 1948; retailers, 28 
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percent in 1939 and 27 percent in 1948. 

Going back to the illustration of 
changes in marketing and production 
costs, we would say that case D repre- 
sents what has happened. Marketing 
costs (measured in constant units) have 
declined at approximately the same 
rate as have production costs. 

My estimate of marketing cost for 
1929 was close to that of Stewart and 
that for 1939 was close to that of 
Mantell. I used substantially the same 
method in computing marketing costs 
for 1929, 1939, and 1948. My figures 
are as follows: 1929 (revised), 49.2 
percent; 1939, 50.5 percent; and 1948, 
48 percent. These figures show that the 
‘proportion of national income taken by 
marketing has not increased during the 
past twenty years. If we assume that 
the trend in the figures of Lough and 
Gainsbrugh covering the cost of mar- 
keting finished manufactured goods is 
‘representative of the trend in the over- 
all cost of marketing, then there has 
been little change in the relative cost 
of marketing goods during the past 


forty years. 

: 

_ Marketing Has Kept Pace with 
Production 


- There has been a general opinion 
that marketing costs have increased 
relative to production costs and that 
they now take a larger proportion of 
the consumer’s dollar than formerly. 
Some have said that the best brains are 
in production and the poorer brains in 
marketing. An article was based on the 
theme of amateur distribution and pro- 
fessional production. Some students of 
marketing have felt that the cost of 
distributing goods has been increasing 


relative to the costs of producing goods. 
They have felt that manufacturing, 
farming, and mining could make 
greater use of laborsaving machinery 
than could marketing. Even though 
marketing costs remained constant or 
declined more slowly than production 
costs as measured by output per 
worker, they felt that the consumer was 
benefited by lower prices measured in 
constant units. Stated in another way, 
the consumer could buy more with a 
day’s earnings. 

The figures presented here show that, 
at least for the past forty years, mar- 
keting has kept pace and has as good 
a record as does the production seg- 
ment of our economy. We have been 
told that we have had a miracle of 
production. If so, we have an equally 
startling miracle of distribution. The 
quantity of goods produced per worker 
on our farms and in our factories has 
increased. The increase in quantity of 
goods distributed per worker in whole- 
sale and retail stores, in manufacturers’ 
sales organizations, and in railroad, 
truck, ship, and pipe-line operation has 
been equally great. The amount of 
money spent on marketing research has 
been only a very small fraction of that 
spent on technical research. Yet it 
seems to be producing excellent results. 
The first courses in marketing were 
startcd just fifty years ago. The number 
of students studying market economics, 
market management, salesmanship, ad- 
vertising, and retailing was very small 
thirty-five years ago. Formal market 
research organizations were started just 
forty-one years ago. The first books on 
marketing research appeared some 
thirty years ago and the first full college 


18 


courses in the field were offered some 
twenty years ago. 

It seems logical to assume that edu- 
cation in marketing trained the men 
who have been partly or largely respon- 
sible for the advances made in market 
distribution. This should in no way de- 
tract from the accomplishments of engi- 
neers who developed better machines 
for the physical handling of goods, or 
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of the accountants who provided the 
statistics that helped greatly in improv- 


ing the management of marketing en-_ 


terprises. 
The point is that those engaged in 
distribution have as good a record as 


those engaged in production and have 


just as much cause to feel proud of their 
contribution to American prosperity. 


Vea 


Bank Farm Departments in IlIlinois* 


Mary McLaucHiin Green 


_ ILLINO!ts is a leader in professional farm 


management, and so it is especially 
fitting that such a study be made in 


this state. The development is of par- 


ticular interest at this time because of 
the current organization of new bank 


departments and the steady expansion 
of the older ones. 


Only since the 1920’s have the banks 
of Illinois begun to establish separate 
bank departments headed by men 
trained in agriculture. The hiring of 
professionals to give advice on agri- 
cultural credit and management prob- 
lems is simply one phase of the 
economy’s move toward increased 
specialization. Management and own- 
ership have become divided to an in- 
creasing extent. Farm management is 
now more technical, more complicated, 
and more demanding than it was pre- 
vious to the 1920’s. A similar change in 
industrial management was in motion 
several decades earlier. This study at- 
tempts to explain the origin of bank 
farm departments, to state the func- 
tions of these departments, and to tell 
something of their future. 


I. What Are They? 
When Did They Start? 


This study is restricted to the 
country banks of Illinois, the city 
banks of Chicago not being included. 
A farm service department is a sepa- 
rate department or division within a 


* This article is a condensation of a thesis 
done to complete the requirements for an 
A.M. degree in economics in 1951, at the 
University of Illinois. 


bank which employs the service of at 
least one full-time man who is specially 
trained in agriculture. It must be rec- 
ognized that many Illinois banks, not 
large enough to have formal agricul- 
tural departments, spend considerable 
time in serving farmers. Since farm 
management means different things to 
different people, this paper settles upon 
one definition — that of the American 
Society of Farm Managers and Rural 
Appraisers. “Farm management is the 
science that considers the organization 
and operation of a farm from the point 
of view of efficiency and continuous 
profit.” 

With this definition in mind, it is 
possible to discuss the origin of farm 
service departments. In 1920 a bank in 
the Corn Belt first employed a full- 
time man for farm management. Later, 
between 1928 and 1931, eight other 
banks established full-fledged agricul- 
tural departments. There are several 
reasons for the mushroomlike develop- 
ment of these first departments. 

First, the trust obligations of the 
various banks were paramount. Absen- 
tee ownership increased the trust busi- 
ness, and increased farm trust business 
created a need for farm departments. 
The head of one bank farm depart- 
ment stated that in the beginning farm 
departments were just a necessary evil. 
Second, the bank officers definitely felt 
the need of technical advice. Agricul- 
ture was becoming morxe of a science. 
Bankers began to realize their inade- 
quacy in dealing with these more 
technical farm problems. Third, com- 
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petition from other banks began to be 
a factor. Fourth, banks are particularly 
apt to look toward future needs and 
expanded service to clients during a 
period of prosperity such as existed in 
1928. ; 

For more than a decade following 
1931 no new departments were organ- 
ized. Then in 1944 another department 
was established, and the development 
has not lost momentum since. In these 
later instances the banks have set up 
their departments and then sought 
their clientele. They hire a farm man- 
ager and expect him to help build up 
the department until it is self-support- 
ing. Obviously, this is the exact oppo- 
site of the situation in the 1920’s. In 
each of the first four banks where farm 
departments were established, large 
estates had been left in trust. 

There were several reasons for or- 
ganizing these new farm departments 
at this later time. World War II 
brought sweeping changes in agricul- 
tural policies. Government programs 
of price control, acreage control, and 
soil conservation made farm manage- 
ment more complicated. Bankers were 
asked difficult questions by their clients. 
They felt the need for a trained agri- 
culturist to help answer these inquiries. 
The banks are still adding departments 
in order to meet client demand and 
also in anticipation of new farm ac- 
counts. The amazing growth of the 
new farm departments has shown that 
these anticipations were warranted. 

A further reason for expansion is the 
public’s increasing appreciation of trust 
services. The service charge is gradu- 
ally being recognized as an investment 
rather than an expense. The executor, 
trustee, or farm manager should easily 
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be able to make a farm more profitabie 
than the heir or relative. Continuity 
of service is extremely important. 
Often farm departments were origi- 
nally, and in some cases still are, di- 
visions of the trust departments. It is 
here that bank farm managers have an 
advantage over private farm managers. 
Because of the continuity factor, own- 
ers often prefer to have their land 
under bank management even though 
it is not placed in trust. 

Until now, we have been dealing 
primarily with the origin of the man- 
agement phase of the farm depart- 
ments. Several Illinois banks have 
begun to include the handling of agri- 
cultual credit as a formal function of 
their departments. In at least two of 
the banks, the head of the farm de- 
partment now spends half of his time 
handling farm loans. Particularly in 
two periods, during the depression of 
the early 30’s and again during the 
second World War, banks felt the need 
of revamping their credit policies. 

At the time of the depression, when 
farm families were hopelessly in debt, 
the government stepped into the credit 
field. Banks found it essential to em- 
ploy farm credit men to meet the com- 
petition of the Production Credit As- 
sociation. This competition proved a 
serious menace to the banks at first, 
but it accomplished two things. It 
helped the farmers of the nation to 
weather a period of financial chaos; 
and it made the banks realize they 
were not living up to their responsi- 
bilities in the farm credit field. The 
emergency has passed now. Banks are 
meeting their responsibilities squarely, 
and bankers no longer fear Production 
Association competition. 


a 
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A look at the present status of farm 
departments in the banks shows they 
have come a long way since 1920. To 
understand the current farm depart- 
ment, it is necessary to understand the 
qualifications of the man who heads 
it. His professional training must be 
sound and his experience varied. He is 
usually a college graduate. One farm 
department man is a Ph.D., in fact. 
Some of the men have had actual farm- 
ing experience; several were former 
farm advisers. In addition to adequate 
training, the farm manager should 
have the personal qualifications of a 
good public relations man. He must 
be versatile enough to get along equally 
well with hired farm hands and 
wealthy land owners. He must be able 
to explain the needs and actions of the 
farmer to the owner, and vice versa. 

In most cases, this man is an officer 
of the bank. It is highly desirable that 
he be an officer. If younger, he should 
be potential officer material. It is wise 
to have an agricultural man in the 
bank’s policy-making group. The agri- 
cultural representative can provide the 
other officers and directors of the bank 
with technical help in the following 
ways: (1) by making periodic reports 
on current trends of agricultural pro- 
duction, prices, and income; (2) by 
evaluating farm loans; (3) by report- 
ing upon observations made while 
traveling through the community; and 
(4) by studying the credit needs of the 
area." 


As might be expected, the growth of 


4“An Outside Program for Country 
Banks,” Agricultural Commission, American 
Bankers Association; and Annual Meeting, 
Agricultural Commission, American Bankers 
Association, April 10-11, 1950, p. 17. 


the various farm departments since the 
time of their establishment is impres- 
sive. The total number of acres man- 
aged by the twelve banks contacted is 
approximately 231,000, and the total 
number of farm units is about 870. 
This means that the average size farm 
managed is about 266 acres, and that 
the average acreage managed per bank 
is almost 18,000. These farm depart- 
ments started out with the services of 
only one agriculturally-trained man; in 
some cases only part of this man’s time 
was required for the actual farm de- 
partment work. Now, in the majority 
of the banks studied, the head of the 
farm department has at least a part- 
time assistant. Seven of the banks have 
a full-time assistant; and in two of the 
larger departments, three full-time as- 
sistants are employed. All the assist- 
specially 


ants mentioned are also 


trained for agricultural work. 


II. What Do They Do? 


MANAGEMENT 

The chief function of a bank farm 
management department is to bring 
maximum satisfaction to its clientele 
while at the same time it follows sound 
agricultural practices. The 
whose land is under professional man- 
agement has a right to expect the 
greatest possible returns. The man- 


person 


ager’s agricultural perspective is ex- 
pected to be broader than that of 
either the individual owner or tenant. 
The manager should be able to apply 
his wide knowledge gained in handling 
many problems on a variety of farms 
to any difficult problem on a particular 
farm. He should be “in a position to 
develop a definite plan which is flexible 
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enough to be adjusted to meet chang- 
ing conditions from year to year.’” 
Professional management is not fea- 
sible on all farms. Some are too small; 
some are too far away from the bank; 
on some the soil is too poor; on others 
the owners’ ideas are too rigidly fixed 
to allow satisfactory management. In 
cases where the farm is out of the 
bank’s territory, another professional 
manager is contacted. This may be a 
manager for another bank, a represen- 
tative of some farm management cor- 
poration, or some private manager of 
the American Society of Farm Man- 
agers, depending upon the situation. 
Differences in owners create the 
need for various types of management. 
The head of one farm department re- 
marked that heading a farm depart- 
ment is something like running a store. 
It is imperative to have different goods 
to attract the individual tastes of dif- 
ferent buyers. Some owners do not 
want to share in the management re- 
sponsibilities at all. They may live in 
distant parts of the nation or even 
abroad, and thus be unable to make 
any of the everyday farming decisions. 
Perhaps they live close enough and 
even have considerable agricultural 
knowledge, but simply feel their time 
is more profitably spent in other busi- 
nesses. The owners may be women or 
children who are unwilling or unable 
to play an active role in management. 
The majority of all farm owners are 
women. In fact, one farm department 
states that ninety percent of its owners 
are women. 
The farms under bank management 
*Glenn E. Mason, “Farm Management 


and Banking,’ Mid-Western Banker, April, 
1947, p. 34. 
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may be divided into three general 
groups — trust accounts, conservator or 
guardian accounts, and agency ac- 
counts. Among the Illinois banks stud- 
ied, the smallest number of farms were 
found in the conservator and guardian 
classification. Though some of the 


banks had more trust than agency ac- 


counts, the majority of the banks con- 
sidered had more of the latter. 

Although management varies accord- 
ing to the owner and the type of 
account, all the bank farm departments 
offer certain basic services. Among 
these are provisions for a management 
contract, a management plan, farm 
visits, records and reports, and an op- 
erating contract.* These basic services 
vary among the different banks in the 
state, but their variations are not as 
significant as their similarities. The 
basic services will be discussed in the 
order mentioned. 

First, all farm departments draw up 
some kind of written management con- 
tract with their clients. Some can be 
canceled within sixty days, and some 
require six months’ notice before termi- 
nation. All contain a complete legal 
description of the land, and all enumer- 
ate services to be rendered. The method 
and authorization for handling receipts 
and disbursements are stated clearly. 
Provision is always made for manage- 
ment fees. In some cases, a flat, annual 
fee per acre is called for. Some con- 
tracts call for a percent of the annual 
gross income with a minimum annual 
fee guaranteed. Some contracts further 
provide for five percent of the cost of 
permanent improvements erected under 

*The outline for the type of services 


offered is basically that of the American So- 
ciety of Farm Managers. 


ie 
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the bank’s supervision. Management 
fees are bound to differ among the 
. various banks and localities, and even 
for farms managed by the same bank. 
‘The factors affecting cost include the 
type of farming followed; the type of 
operation, such as direct or tenant; the 
quality of the land; and special features 
including such things as drainage, soil 
improvement, and building mainte- 
nance. 

Second, all farm departments draw 
up some kind of management plan. 
This study uses the American Society 
of Farm Managers and Rural Ap- 
praisers’ concept of a farm plan: “a 
completely organized schedule of a 
farm program providing for a system of 
operation and management.” Of pri- 
mary importance in any such plan is 
the provision for field arrangement and 
crop rotation. Next in importance to 
this first consideration is the manager’s 
plan for soil treatment. The soil is the 
key asset on any farm. It must be main- 
tained or income will rapidly decline. 

The management plan must also in- 
clude provisions for maintenance and 
improvement of buildings. The man- 
ager can make valuable suggestions for 
farm buildings based upon the con- 
struction of other buildings of similar 
type. He knows how to follow proved 
construction principles and thus get the 
most for the owner’s dollar. Especially 
in these days when building trade labor 
is high in cost and difficult to obtain, 
the manager needs all the experience at 
his command. In one of the larger 
farm departments, whole crews of car- 
penters are constantly maintained on 
the larger trust estates, and these are 
available for all the farms the bank 


manages. There are obvious advantages 
in doing repair and construction work 
on a large scale over several farms. 
Farm building has become more scien- 
tific right long with the rest of agricul- 
tural management. Detailed studies 
have been made as to the amount of 
“rent” different animals can “afford” 
to pay for their dwellings. If it takes too 
long for the building to be paid for on 
this basis, then its cost is too high. The 
bank manager is in a position to keep 
abreast of these modern trends. 

The management plan further in- 
cludes some provision for the selection 
of livestock. Marketing is also usually a 
function of the manager. In addition, 
the owner often needs advice concern- 
ing a sound insurance program for his 
farm. In many cases, farm buildings as 
well as their contents are improperly in- 
sured. A complete analysis of insurance 
needs is made when a farm is taken 
over for management. 

Third, all management departments 
include farm visits as a part of their 
service. Efficient management requires 
that visits be frequent cnough and in- 
spection thorough enough to carry out 
the management plan successfully.* The 
number of regular visits depends upon 
the type of farm, of course. Seasonal 
inspections are usually sufficient in 
cases where the management contract 
provides only for limited _ service. 
Monthly, or even more frequent, visits 
are required for farms under a com- 
plete management contract. Livestock 
farms require more visits than grain 
farms. Some managers visit their live- 

4 Farm Management, The Merchants Na- 


tional Bank, Aurora, Illinois (Hans Gugler 
and Sons, Inc., Lithographers, Aurora, 


Illinois). 
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stock farms regularly every two wecks. 
Bank managers agree that the best 
management service can be given if the 
farms are located rather near the bank. 
As the number of professional mana- 
gers has increased, the trend is more 
and more toward local management 
arrangements. An overwhelming ma- 
jority of the bank-managed farms are 
located within a 30- to 40-mile radius 
of the bank. Some of the farms may be 
as far away as 150 miles, but this is 
exceptional. The managers find it too 
difficult and too costly to do’'a good job 
of supervision on far-away farms. 
Fourth, records and reports are an 
essential part of a good management 
service. It is necessary that written re- 
ports be sent to the owner. frequently 
enough so that he is aware of the prog- 
ress made under the management plan. 
This usually includes several seasonal 
reports, an annual report, an annual in- 
ventory, and a financial statement. Re- 
porting varies considerably among banks 
and among owners. Some owners desire 
only to receive the income due them at 
the end of the year. Others want to visit 
the farm regularly with the manager 
and have a part in the day-to-day de- 
cisions. The manager keeps a detailed 
record of the farm in his own notebook 
or file, as well as the reports he sends 
to the owner. This probably includes a 
complete legal description, the tax rec- 
ord, insurance record, leases, crop rec- 
ords, and a drawing of the farm plat. 
A soil map of each farm showing de- 
ficiencies in lime, phosphate, and pot- 
ash is standard equipment in every 
manager’s record. He may also keep all 
contracts for building repairs, farm 
visit reports, payroll and labor expenses, 
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and monthly feed inventories. Occa- 
sionally these records include photo- 


graphs of all the farm buildings, and — 


complete summaries of all progress 


made on the farm from the time it was — 


first put under bank management. 
One farm department sets up an an- 


nual comparative rating among farms. — 


Each farm is compared with other 
farms under the bank’s management 
which have similar soil, topography, 
and climate. The manager discusses 


this comparison with the owner, point- ) 
ing out the strong points and the weak- 


nesses of his particular farm. The same 
bank also has a tenant-rating sheet 
strictly for bank use. The manager does 
not discuss the tenants with the owners 
on this basis. This tenant comparison is 
an attempt to rate the operators ob- 


jectively according to such principles — 


as general farming ability, cleanliness 
of farm (weed control), crop prepara- 
tion, and cooperation. When the ten- 
ant’s rating is too low, he is fired. 

Fifth, management service includes 
an operating contract and often the se- 
lection of the operator as well. One 
manager states, “The major job of 
Farm Management today is ‘Man Man- 
agement.’ ”’° He declares that it is com- 
paratively easy to work out rotations, 
crop and livestock systems, and _ soil 
conservation plans, but it is not so easy 
to secure or build the type of manpower 
needed. The success of a farm is largely 
dependent upon the degree of coopera- 
tion between the owner and the farmer, 
and it is the manager’s job to foster 
understanding and cooperation be- 
tween them. 

Many farms are not following the 


° Mason, loc. cit., p. 35. 


; 
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type of operation best adapted ‘to their 
possibilities when the banks take them 
over for management. It may be that 
tenants who are primarily grain farmers 
are farming lands best suited to live- 
stock operations. The manager must 
select the most effective type of opera- 
tion and then organize the personnel to 
carry out an appropriate farming pro- 
gram. In some cases a tenant who is 
only mediocre without management, 
but is well adapted to the property, 
may become a satisfactory operator 
under proper supervision. Top operator 
efficiency requires, among other things, 
top management efficiency. It is not 
surprising that several of the bank 
managers stated that the great majority 
of tenants welcome professional man- 
agement today. 

_ It may be that the situation calls for 
the selection of a new tenant. If this is 
the case, the manager has every oppor- 
tunity to make his management plan 
work, as he can start out fresh with no 
old grievances to adjust or settlements 
to make. Many of the managers have 
files containing the names of prospec- 
tive tenants. The managers strive to 
select financially strong operators who 
own their machinery and equipment. 
It is always easier to find a good farmer 
for a straight grain lease than it is for 
a livestock share lease. It takes a man 
with more specialized training to be a 
good livestock man. He must under- 
stand livestock selection, feeding, breed- 
ing, and care. 

Once the operator is chosen, an op- 
erating contract must be drawn up with 
him. Although there are numerous 
small variations in the leases used by 
the different bank farm departments, 


they all fall into two major classes — 
grain and livestock. Most of the leases 
handled by Illinois banks are grain 
leases. In only two of the cases studied 
did the department have more live- 
stock leases than grain leases. There 
is apparently a gradual trend toward 
livestock leases, however. Some of the 
managers do not look forward to this 
with any personal pleasure at all, as a 
farm under a livestock lease is much 
more difficult to manage. Yet more 
extensive livestock programs seem to be 
the only answer to truly balanced farm- 
ing operations, and so this development 
should point toward sounder agricul- 
tural practices in the future. 


CREDIT 


For the purposes of discussion, the 
functions of a farm department have 
been broken down somewhat arbitrar- 
ily into management, farm loans, and 
farm appraisals. The activities of the 
head of a farm department as manager 
carry over to his activities as farm loan 
man or as rural appraiser. When one 
department performs all three of these 
activities, as is the case in several of 
the larger departments, it is difficult to 
tell where one leaves off and the other 
begins. More time is spent on manage- 
ment than on credit in all but four of 
the banks studied. The need for a tech- 
nically-trained man to handle agricul- 
tural credit is continually being recog- 
nized, however; and there seems to be 
a gradual trend toward increased credit 
emphasis in farm departments. Even 
now, the trend is pronounced enough 
so that any study of farm departments 
is noticeably incomplete without a dis- 
cussion of farm credit. 

Agricultural loans divide themselves 
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neatly into two classes— real estate 
mortgage loans and non-real estate, or 
production, loans. Several of the farm 
department men interviewed stated 
frankly that the banks cannot meet in- 
surance company competition on* the 
long-term loan market. Banks prefer 
not to have their money tied up for 
long periods. Depositors are sure to 
want their money in hard times, and 
the banks must be prepared for this. 

Some of the banks studied have con- 
tracts with insurance companies de- 
signed to handle this situation to the 
advantage of both the company and 
the bank. A bank may have a purchase 
mortgage agreement with an insurance 
company to locate and handle long- 
term loans. In these cases, the bank 
usually keeps the loan for about two 
years and then turns it over to the in- 
surance company. It is a common prac- 
tice for the insurance companies to pay 
banks one percent commission for loans 
turned over to the companies. Larger 
banks often carry a few real estate 
loans of $10,000 or under. The term 
of these loans is usually for ten years or 
less. There is ordinarily a provision for 
an annual payment on the principal at 
the time of the interest payment. Real 
estate loans represent only a small part 
of the loan business of these banks, 
however. 

Each group of bank officers has its 
own ideas on farm loaning policies but 
those ideas may be wrong. One of the 
chief arguments for establishing a farm 
department and for hiring an agricul- 
turally-trained man is that he will have 
time to study the current farm trends. 
He is expected to be in a better position 
to know sound from unsound farm 
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loaning policy, and hence his bank is 


expected to have a superior agricultural 


credit program. The results of this _ 
study indicate that these expectations — 


are materializing in cases where the 


head of the farm department handles — 


credit. 


One loaning policy was especially 


stressed by the farm departments vis- 
ited. They prefer not to make loans to 
their own tenants; that is, to tenants 
whose farms are under bank manage- 


ment. There are some exceptions to} 
this. These are made in the case of 


feeder cattle credit, probably because 
cattle loans are considered one of the 
best, most liquid type of farm loans. 
For the most part, though, the tenants 
are urged to do business with their 
smaller local banks. 

Another loaning policy rather gener- 
ally practiced among the banks visited 
is that of attempting to strike a balance 
between agricultural loans on the one 
hand and commercial and industrial 
loans on the other. Several of the larger 
banks visited make a practice of having 
a meeting of all the officers each morn- 
ing to discuss the loans of the day 
before. Some banks have officers’ meet- 
ings weekly instead. At these meetings 
the head of the farm department has to 
explain and possibly defend his loans, 
as do all the other officers. Often the 
other officers will have made farm 
loans, and at this time the farm depart- 
ment man has a chance to examine 
them, too. This gives all the officers a 
good over-all picture of their bank’s 
loan business. 

The banks agree fairly consistently 
on general loaning policies, but they 
differ considerably on loaning proce- 


| 
} 
| 
{ 
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dure for both short- and long-term 
loans. They all aim toward similar 
highly recommended procedures, and 
more and more emphasis is being given 
to accurate credit files. One of the 
banks visited had given a short course 
for its correspondent banks on credit 
file procedure. 

_ A good farm loan credit file can save 
time for bank officers and enable them 
to give better service. The file must be 
available as well as accurate and all 
officers of the bank should have access 
to it. The file should include such in- 
formation as a financial statement, a 
personal history sheet, a repayment 
plan, and a follow-up data sheet. In 
addition, all correspondence, agency in- 
vestigations, and charts or pictures per- 
taining to the loan should go into the 
file. The details of credit file procedure 
vary considerably. The important thing 
is that farm loaning in banks with farm 
departments is becoming more system- 
atic and more satisfactory to both bank 
and farmer. 


APPRAISAL 


Rural appraising is a function of a 
bank farm department ranking in im- 
portance with farm management and 
farm loans. Not all the farm depart- 
ments handle agricultural credit, but 
all the heads of the farm departments 
do appraisal and advisory work on 
loans. The American Society of Farm 
Managers and Rural Appraisers defines 
a rural appraisal as “the definite writ- 
ten detailed opinion of a qualified 
appraiser as to the value of a rural 
property.” 

Most of the appraisal work of a bank 
farm department involves handling the 


bank’s own applications for farm real 
estate loans. In all likelihood, the 
departments are also prepared to make 
appraisals for investors, insurance com- 
panies, other banks, and other institu- 
tions making farm loans. They often 
make special reports for liquidations 
and sales and for legal proceedings in- 
volving rental disturbance damages or 
other leasehold interests. Special ap- 
praisals are also made for estate settle- 
ments and for partnership dissolutions 
on personal property such as crops, 
livestock, machinery, and equipment.® 
These various types of appraisals all 
demand a certain basic knowledge of 
rural appraising policies and _proce- 
dures. 

The primary policies pertaining to 
rural appraising are most clearly set 
down by the American Society of Farm 
Managers and Rural Appraisers. Al- 
though most of the farm department 
men interviewed are not professional 
rural appraisers, accredited by the 
American Society, they do tend to ac- 
cept the American Rural Appraisal 
System. This System sets up a “basic 
value” as its goal, and recognizes all 
other values as departures from that 
basic value. The procedures of a sound 
appraisal are extremely complicated. 
These procedures result in a “figure 
picture,” a “word picture,” and a “plat 
picture.” To draw these various “pic- 
tures,” the appraiser carefully examines 


°C. N. Rogers, ‘““The Comparative Method 
of Appraisal,” Journal of the American So- 
ciety of Farm Managers and Rural Apprais- 
ers, October, 1946, pp. 118-119. 

7H. C. Hall, “What Does a Loan Com- 
mittee Want in an Appraisal Report?” 
Journal of the American Society of Farm 
Managers and Rural Appraisers, October, 
1947, p. 96. 
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all available records concerning the 
farm as well as the farm itself. 


Aside from the regular services of the 


farm departments which have just been 
discussed — management, credit, and 
appraisal — there is a large number of 
miscellaneous activities which the de- 
partments promote. These miscellane- 
ous activities are of a public relations 
nature. All banks provide some of these 
services whether they have a farm de- 
partment or not. Undoubtedly, no one 
bank includes all these activities. The 
cooperation the banks receive from the 
state bankers associations, from the 
American Bankers Association, from 
the farm advisers, and from the agri- 
cultural colleges cannot be overempha- 
sized. Individuals in these various or- 
ganizations often plan with the banker 
to promote activities which improve 
bank-farm understanding. 

These increasingly important miscel- 
laneous services include soil conserva- 
tion programs, youth and_ adult 
educational programs, distribution of 
agricultural literature, clerking service 
for farm sales, special loaning programs 
for G. I’s and farm youth, and corre- 
spondent bank programs. Thus, the 
progressive banks in Illinois today are 
going out of their way to sell their 
“goods” to the “buyers.” 


III. What Is Their Future? 


Bank farm departments have pro- 
gressed steadily from their origin in 
1920. At first, some bankers considered 
the farm department relatively unim- 
portant, established to take care of the 
problems of the trust department. Since 
that time these departments have be- 
come fully recognized as a permanent 


and beneficial part of the bank or- 
ganization. They have proved their 
worth by enabling banks to better 
serve the financial problems of agricul- 
ture. All the men interviewed antici- 
pated a gradual, continued growth of 
farm departments in the future. 

The functions of farm departments 
have constantly increased during the 
thirty years covered by the study. A 
greater variety and a higher quality of 
management services are offered today 


than formerly. The credit services of |. 


farm departments are also improved. 
More complete appraisal services are 
offered, loans are made more carefully, 
and loan records are kept more com- 
pletely. The scope of miscellaneous 
services offered has widened appre- 
ciably. Bankers now consider it good 
business to take part in a variety of 
community agricultural activities. 

The economic aspects of the prob- 
lem are such that the need for farm 
departments may be expected to in- 
crease rather than diminish. That is, 
the technological advance of farming 
is progressing at a rapid pace. The 
percentage of absentee ownership 
probably will not decrease and may 
even increase slightly in the future. 
Competition between the banks is likely 
to become keener. All these things 
mean that bank farm departments 
must be increasingly alert. 

The old rent-collector type of man- 
ager is out of date now. The profes- 
sional manager has a responsibility to 
his owners and to his tenants. An in- 
telligent manager keeps a good tenant 
satisfied. It is important that the man- 
ager do everything he can to raise the 
standards of the man on the land. 


ee 
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Good professional management and 
forward-looking farm departments have 


actually accomplished this. The bank 
farm representative must keep in touch 


with the current trends in a number 
of ways. He must take advantage of 


the pertinent current literature. The 
agricultural colleges and the state and 
national banking associations offer 
helpful refresher courses from time to 
time. It is his responsibility to be aware 
of all new discoveries and inventions 
which will save time and money for 
his bank’s clients. In these ways the 
farm department man can meet his 
increased responsibilities. 

Some mention of the cost of a farm 
program is an essential part of any 
farm department discussion. According 
to the Agricultural Commission of the 
American Bankers Association, it costs 
from $4,000 to $8,000 annually to set 
up and operate a full-time farm pro- 
gram. The expense varies depending 
upon “local conditions and competition 
for desirable men.” The costs of a full- 
time program include the salary of one 
or more agriculturally-trained men, 


and clerical ex- 


traveling expenses, 
penses. The salary paid must meet the 
competition of the university extension 
service and of the vocational agricul- 
ture program of the high schools. As 
pointed out before, it may take a while 
for the farm program of a bank to pay 
its way. In the long run, however, these 
farm departments have proved to be 
“a profitable part of the business pro- 
motion program” of a bank.® 

As to the size a bank needs to be 


before setting up a farm program, 


®“An Outside for Country 


Banks.” 


Program 
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opinion varies considerably. One 
banker thought a bank should have re- 
sources of $40,000,000 to $50,000,000 
to have a good farm management- 
farm credit department. Banks half 
this size have established successful 
programs, however. Even smaller banks 
have found it profitable to have a 
farm representative, perhaps attached 
to another department of the bank. 

The future of farm departments is 
well assured. Several of the men con- 
tacted foresee farm departments be- 
coming a regularly accepted feature of 
country banks. They feel that the offi- 
cers of farm departments will have an 
increasingly prominent place in bank 
affairs. Of the 15,000 banks in the 
nation, 12,000 are located in rural 
communities.® It is not surprising that 
the Agricultural Commission of the 
American Bankers Association stated 
recently that “every bank in the na- 
tion that serves an agricultural area 
can profitably support an outside farm 
program.” The important thing is that 
all the banks in the country which 
have tried them have been “over- 
whelmingly in favor of such pro- 
grams.”?° 

Throughout this study, the 
has been impressed by the differences 
between banking and farming. Bank- 
ing is a highly regulated business, care- 
fully systemized, even somewhat stereo- 
typed. Farming, on the other hand, is 
completely unpredictable. It is small 


* Evans Woollen, Jr. (in reprint of speech 
given by Woollen at Omaha prior to Dec., 
1948), Banking, Journal of the American 
Bankers Association, December, 1948, p. 56. 

” Annual Meeting, Agricultural Commis- 
sion, American Bankers Association, April 


10-11, 1950, pp. 16-17. 


author 
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wonder that the banker and the farmer 
have had difficulty in understanding 
each other’s point of view. Gradually 
the channels are being established for 
the interchange of knowledge so vital 
to our interdependent economy. The 
banks are gradually realizing they must 
“help keep agriculture financially 
sound. This means that country banks 
must have an understanding of the 
agriculture of their communities and 
be alert to their responsibility to serve 
farmers.”*? This study has shown how 
a farm program “contributes materi- 
ally to the stability and the soundness 
of the agricultural economy in the 


bank’s trade area.’’?? 


* Tbid., from the Foreword. 
*“An Outside Program 
Banks.” 
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THE BROADCASTER, as a businessman, 
and enterprisers in other industries have 
one common characteristic: They face 


_ similar elements of monopoly and com- 
petition. Competition is limited by 


large differences in the power of busi- 
ness units. All manner of hindrances 
such as patents, research resources, and 
concentrations of power impede, to 
some degree, the access to markets. Col- 
lective action through trade associa- 
tions or through quasi-government “‘ad- 
visory” boards fortifies the controls over 
the market. All these limits on competi- 
tion in broadcasting are common to 
most industries. 

The distinguishing aspects of compe- 
tition and monopoly in radio broad- 
casting arise from its unique institu- 
tional pattern. This pattern evolved 
over the past forty years to articulate 
a legislatively declared policy of public 
licensing of the radio spectrum with a 
system of business operation of radio 
agencies. In laying the ground rules 
for the business operation, our legisla- 
tive policy has attempted to minimize 
the monopolistic effects of a policy 
which is itself based on the creation 
of legal if limited-term monopolies in 
the use of the licensed radio channel. It 
has prescribed unique safeguards for 
a maximum of business competition, as 
compared with the general policy af- 
fecting competition in the American 
economy. 

It is very much in order to consider 


some of the competitive and monopo- 
listic aspects of the structure thus 
erected in the public policy framework 
by the broadcast businessmen. A full 
treatment of the issue would include an 
examination of the availability of the 
several broadcast services (AM, FM, 
and TV) in relation to the potential 
market or audience. Such an inquiry 
might well involve scrutiny of the 
quality of the service in relation to the 
extent of monopoly involved in it. It 
would certainly take account of the 
grosser quantitative measures of avail- 
ability of broadcast service in terms of 
geography. A second approach would 
examine the extent of competition in 
broadcasting as it is affected by tech- 
nological considerations, including the 
innovation policy adopted by the Fed- 
eral Communications Commission’ in 
dealing with new services such as fre- 
quency modulation (FM), television, 
and facsimile. This view would include 
discussion of such questions as whether, 
with the introduction of FM and the 
postwar deterioration in engineering 
standards for AM which together have 
multiplied severalfold the number of 
aural radio stations in the country, 
there is so much competition that re- 
laxation of the statutory bars against 
reducing the radio channels to owner- 
ship in fee simple should be permitted. 


1As conditioned by the actions of the 
Senate and House Committees on Interstate 
Commerce. 
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Another question is whether or not the 
function of allocating and designating 
particular sections of the radio spec- 
trum for use with such new technologies 
as color television has been performed 
in ways conducive to the monopolistic 
interests of the holders of patents for 
black-and-white television.2> A third 
approach would examine enterprise 
profitability, mortality, and the extent 
to which the value of the broadcast 
license is reflected in the prices at which 
broadcast properties are sold. 

The scope of the present article is 
much more modest than this might 
suggest. Here we are concerned mainly 
with the examination of the issue ‘as to 
-the extent of potential rivalry between 
stations, as this phenomenon may be 
inferred from the geographical distri- 
bution of facilities to broadcast AM, 
FM, and TV programs. This inquiry 
is thus relevant to the availability as- 
pect of the broadcast business, and to 
the issue of the effects on competition 
in broadcasting of the innovation 
policy pursued by the FCC. for FM 
and TV. In framing the issue in these 
terms, however, one should be on guard 
against inferences. A 
given degree of business rivalry may 


unwarranted 


exist among certaih broadcast business 
enterprises, but in an activity which 
sells entertainment and information for 
profit, the presumption that business 
competition benefits the public may not 
have the same meaning as it does, for 

7 On this see Dallas W. Smythe, “Facing 
the Facts about Broadcast Business,” Univer- 
sity of Chicago Law Review, September, 
1952 (in press); and “The Consumer's 
Stake in Radio and Television,” Journal of 


Film, Radio and Television, Winter, 1951, 
p. 109. 
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instance, in the shoe industry. Dealing 
in ideas as broadcasters do, their pro- 
gram policy has a significance quite 
apart from their business policy. And 
their program policy is to a large de- 
gree determined by the advertisers and 


advertising agencies. Thus, if similar ~ 


program policies are followed by most 
advertisers, differences between the 
business policies of rival broadcasters 
may affect the less meaningful form 
rather than the substance of their pro- 
gram policy.* 


i 


Broadcasting may be related to 
human geography in many ways. A 
gross approximation can be made as to 
the number of persons or homes that 
receive radio service. If by “radio 
service” is meant a signal which meets 
the minimum technical standards pre- 
scribed by the Federal Communica- 
tions Commission, the best available 
answer in these terms is that about 
10,000,000 persons during the day and 
20,000,000 persons at night do not re- 
ceive radio service in the United States. 
Any analysis is foredoomed to hopeless 
frustration, however, if it attempts to 
use this engineering-coverage standard 
of radio service in dealing with the 


*In this connection, see Robert A. Brady, 
“Monopoly and the First Freedom,” Holly- 
wood Quarterly, Vol. 2 (April, 1947), pp. 
225-41, a review article based on an econ- 
omist’s criticism of Morris Ernst’s The First 
Freedom. His thesis in part is that “. . . the 
recipe of ‘competition’ is worn out, that for 
all practical purposes it has been abandoned 
by business, government and economists 
alike, and that as a therapy for those con- 
temporary ills that threaten democracy, it is 
essentially worthless.” In the light of this 
point of view, the present article assumes 
the significance of an inquiry into the facts 
underlying a social myth. 
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different radio services (AM, FM, and 
TV) and the different classes of radio 
stations and if it attempts to evaluate 
regional differences in radio service.* 
No analysis is now possible in terms of 
audience statistics for radio stations, for 
the many competing market research 
audience measurement services provide 
a welter of different techniques of dif- 
fering validity showing different results. 
One is led therefore to doubt the prac- 
ticability of dealing with the geo- 
graphic aspects of radio in such terms. 

An alternative which cuts straight to 
the heart of the structure of the radio 
industry is to approach the geography 
of American radio in the light of the 
business enterprises operating the sta- 
tions which produce the programs the 
public hears and sees. Such an ap- 
proach conforms to the essence of our 
public policy on licensing radio because 
it is implicit in our radio legislation 
that radio stations have a spatial refer- 
ence. They are to be assigned to 
applicants for licenses in certain com- 
munities. This, in turn, conforms to the 
reality that radio listeners have in large 
measure a local interest in their radio 
programs. Information in these terms, 
moreover, is relevant to the issue of 
competition. It will partially answer 
such a question as: how much concen- 
tration of control is there in broadcast 
station operation? And this information 
bears on the oft-repeated statement 
that the multiplication of AM, FM, 
and TV stations since 1945 has ren- 
dered obsolete the fact of scarcity as a 


“Because of the nature of radio propaga- 
tion, which affords at a given place signals 
of varying intensity measurable only in terms 
of probability, and the lack of local data on 
signal strengths. 


premise for our radio regulatory policy. 

In many ways the most significant 
measure of the geographic aspects of 
commercial broadcasting in the United 
States is the number of enterprises en- 
gaged in station operation rather than 
the number of stations. Ownership of 
an AM, an FM, and a TV station 
in the same community by the same 
interests consists of one rather than 
three enterprises from two standpoints: 
the owner’s interest in a return on his 
capital, and the community’s interest 
in a diversity of management policy on 
the part of its sources of information 
and entertainment. 

It appears that despite the postwar 
growth of the radio industry, counting 
authorized but not yet constructed 
stations as well as those on the air, 
by 1949 less than half of the communi- 
ties in the United States had even one 
radio enterprise. There still were fewer 
communities with radio stations (of all 
three types, AM, FM, and TV) than 
with newspapers. On January 1, 1949, 
the FCC had authorized radio stations 
(AM, FM, and TV) in a total of 1,158 
communities in the continental United 
States’ out of a total of 2,487 com- 
munities.? These we may refer to as 
“radio communities.” At the same time 


° All data on radio stations used here were 
derived from duplicates of the “community 
card’ IBM records maintained by the Fed- 
eral Communications Commission. These 
cards were supplied in the summer of 1949. 
They do not, therefore, reflect changes since 
that time. While a comparable analysis in 
1952 would reveal minor differences the 
gross pattern would not be significantly 
changed. The 1949 data cover authorizations 
for 3,125 stations (AM, FM, and TV), 
whereas according to Broadcasting, March 
10, 1952, there were 3,168 authorized 
stations. 
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there were 1,394 daily newspaper com- 
munities.© The fact that daily news- 
paper communities are still one-fifth 
more numerous than radio communi- 
ties should dispel a widespread impres- 
sion to the contrary. 

In the smaller number of radio com- 
munities, however, a larger number of 
radio station ownerships* were author- 
ized than of daily newspaper owner- 
ships in daily newspaper communities. 
Thus there were 2,292 station owner- 
ships (AM, FM, and TV) on January 
1, 1949, as compared with between 
1,500 and 1,600 daily newspaper own- 
erships.® This is a margin of between 
40 and 50 percent in favor -of station 
ownerships. In evaluating such com- 
parisons of the numbers of radio station 
ownerships and newspaper ownerships 
it must be remembered that upwards 
of 500 of the former are identical with 
the latter. Thus the non-newspaper- 
controlled radio ownerships number at 
most about 1,790, or from 12 to 19 
percent more than the number of daily 
newspaper ownerships. 

Were multiple ownerships in more 
than one community eliminated, it 
would appear that there were about 


1,750 broadcast enterprises in the 


*Raymond B. Nixon, “Implications of the 
Decreasing Numbers of Competitive News- 
papers,’ Communications in Modern Soci- 
ety, p. 44. 

"A concept more fully described as the 
holding by the same person or enterprise of 
authorizations for an AM, FM, or TV sta- 
tion in a given community. 

* Nixon, of. cit., p. 44. Of the 1,394 daily 
newspaper communities, 113 are multiple 
ownership communities, according to Nixon. 
Assuming a minimum of two owners per 
community in the 113 communities, would 
yield a total of about 1,500 newspaper com- 
munity ownerships. 


country and “less than 1,300” daily 
newspaper enterprises.° Again subtract- 
ing a low estimate of newspaper own- 
erships of radio enterprises, there would 
be about 1,250 non-newspaper-owned 
radio enterprises. This reveals a total 
of 2,650 different enterprises in both 
daily newspaper publication and radio 
broadcast operations, after eliminating 
duplications as between broadcast and 
newspaper ownerships. This is a con- 
siderably more realistic measure of the 
ownership interest in these two fields 
than the practice of adding or com- 
paring the total of 3,125 AM, FM, and 
TV stations authorized at the first of 
1949 and the 1,780 daily newspapers,*° 
to reach a total of almost 5,000. 

Because of the prominence of the 
concept of the community in broad- 
cast policy, the following analysis of 
stations and their operations is largely 
related to the location of stations and 
their ownership in communities. These 
geographic aspects may be approached 
conveniently in terms of (a) the size of 
the community and (b) the regional 
location of the community. 


II. 


The over-all radio location story is 
told by Table 1. Altogether there are 
1,158 radio communities (communities 
with at least one authorized station, 
AM, FM, or TV), or somewhat less 
than half (46.5 percent) of all com- 


* 1,598 AM licensees, 107 independent FM 
licensees, and 20 independent TV licensees. 
See FCC, Broadcast Financial Data for Net- 
works and AM, FM and TV Stations, 1948. 
Nixon, of. cit., p. 43. 

“Editor and Publisher, Yearbook, 1950, 
DeLse 


Bn So 
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Table 1. Number of Communities with Specified Numbers of Station Ownerships,* 
Continental United States, January 1, 1949 


(1) Number of communities with specified number 
Total of station ownerships (9) 
Population group number Percent 
ree) by syn ite) || ay one) 
munities Six to (1) 
1940 One | Two | Three! Four | Five @r Total 
2 more 
2;500= 5,000 .~ ..4 1,134 226 3 ae ae oe e 229 20.2 
5,000-10,000..... 678 295 23 5 vs AP a 323 47.5 
10,000-25,000..... 413 238 89 16 - 1 a 344 83.2 
25,000-50,000..... 122 43 36 29 10 3 1 122 100.0 
Under 50,000..... 2,347 802 151 50 10 4 1 1,018 43.3 
_50,000 and over... 140 2, 10 14 30 21 63 140 100.0 
FAlFeTOUDS\.<. 4 =: 2,487 804 161 64 40 25 64 1,158 46.5 


Source: Federal Communications Commission. 
® Counting as one station ownership AM, FM, and TV stations authorized to the same 


owner in the same community. 


> 1940 Census of Population, counting each metropolitan district as one community. 


munities of at least 2,500 population." 
Of those communities with some sort 
of radio station the chances are 7 out 
of 10 that they will have only one 
station ownership. Or, to put the same 
information in another light, of the 
2,487 communities with at least 2,500 
population, only 354, or 14 percent, 
had more than one radio station 
ownership. And of the 2,347 communi- 
ties with less than 50,000 population, 
only 9 percent had more than one 
radio station ownership. As of 1949 
every community with more than 
25,000 population had at least one 
radio station authorized. As recently 
as 1945 there were 13 communities of 
more than 25,000 population with no 

“The FCC IBM cards used in this anal- 
ysis used population data from the 1940 
Census of Population. Since the 1950 Census 
reveals larger numbers of communities, the 
effect of using the 1940 Census data is to 


overstate the proportion of communities with 
radio stations. 


station. At the other end of the scale, 
of the 1,812 communities with between 
2,900 and 10,000 population only 30 
percent had a radio station in 1949. 
These and following data relate only to 
presumptive competition between radio 
stations. They ignore the fact of sub- 
stantial newspaper ownership of radio 
stations and therefore cannot be under- 
stood as representing the extent of 
competition in the radio-newspaper 
local markets. 

In comparison with the scope of 
radio stations at earlier dates, the sit- 
uation in 1949 represents considerably 
greater saturation of communities with 
radio stations. Even four years earlier, 
at the close of World War II, there 
were 566 radio communities, or just 
about half the number on January 1, 
1949. The increase between 1945 and 
1949 amounted to 592 radio communi- 
ties, of which 237 were added in the 
5,000 to 10,000 population class, and 
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Table 2. Number of Communities with One or More Authorized aoe 
Continental United States, January 1, 1949 


Communities with authorized stations 
Population group Total# 
AM FM» ey! 

PAO: D.O00s.c)5 2 So eee Seas eis ete 219 20 ae 229 
5 000-10:000 22 an. oe = bon eee eee ee 311 52 a Fos 323 
LOOO0-25: 000 5 oc 2 Se Sar CAS ee 330 149 2 344 
2500-50000. sc - oa c. foes eee 122 96 2, 122 
Urder 50: 000%". soe he eee 982 317 4 1,018 
5O O00 and! Gvetsseot < oes- e e 140 131 64 140 
Aiveroupsee: 22 esse cee eee ee $3122 448 68 1,158 


Source: Federal Communications Commission. 


2 Number of communities with an AM, an FM, or a TV station. 


> Excluding noncommercial stations. 


202 among communities of 2,500 to 
5,000.12 This postwar boom in the size 
of the broadcast industry compensated 
for the restricted construction during 
the war years. During the years 1939 
to 1945 the industry had spread little. 
Thus in 1939 there were 469 radio 
communities, only 97 fewer than at the 
end of the war.** 

The increase in station availability, 
it will be shown later, is primarily due 
to the expansion in numbers of AM 
stations. For the most part the growth 
of the AM industry is the result of the 
gradual lowering of engineering stand- 
ards for this service. This deteriora- 
tion in standards has been acquiesced 
in by both the industry and the FCC. 
While it has resulted in bringing AM 

“See Federal Communications Commis- 
sion, An Economic Study of Standard 
Broadcasting (1947), p. 5. 

* Federal Communications Commission, 
Fifth Annual Report, 1939, p. 178. The 
figure given there is adjusted to exclude 
territorial stations and to group on a com- 


parable basis the communities of over 50,000 
population. 


stations to communities which could 
not have received them on pre-World- 
War-II standards, the countervailing 
effect has been the withdrawal of serv- 
ice from that part of the population 
which lives where the broadcast service 
previously received was in effect 
“blotted out” by the increased inter- 
ference coming from the new stations. 
An increase in station availability was 
thus achieved largely at the cost of a 
decrease in signal availability. This 
technical policy therefore deserves to 
be recognized as an innovation policy 
parallel to the setting of standards for 
television and FM. 

Leaving the ideas of station owner- 
ships and of undifferentiated kinds of 
radio stations, the location of the sev- 
eral radio services may be examined. 
Table 2 shows the number of AM 


communities, 


FM communities, and 


TV communities, as of January 1, 
1949, for various sizes of community. 
By comparison with Table 1 it appears 


that the majority of all radio com- 


2 ea eee 
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_ Table 3. Number of Communities with Specified Numbers of Authorized? AM Stations, 


Continental United States, January 1, 1949 


Communities with specified number of AM stations 
Population group | Total 
One Two Three Four Five Six or : 
more 
P5002, 5,000... ... 5. 216 3 a 219 
5,000-10,000........ 286 22 3) a - Bid 
O)'000-25,000) .<. 2.2% 238 79 12 n¢ 1 ne 330 
f),000-50,000 = ...... 48 36 25 il 1 1 122; 
Wimcdert50,000).... 055. 788 140 40 11 2 1 982 
50,000 and over...... 2 10 30 22 27 49 140 
PAU OE OUDS =. 26,220 « 790 150 70 33 29 50 122 
Source: Federal Communications Commission. 


* Authorizations include licenses and construction permits. 


munities are equipped with AM sta- 
tions. There is a total of 1,122 AM 
radio communities as against a total of 
1,158 all-radio communities. That is 
to say, only 36 communities are radio 
communities by virtue of having only 
an authorized FM station. Some 281 
other communities do have FM sta- 
tions, but they also have AM and in 
some cases TV stations. All told, only 
40 percent as many communities have 
FM stations as have AM stations. And 
until post-“‘freeze” expansion takes 
place there will be TV communities in 
only 6 percent as many cases as AM 
communities. 

In addition to their dominance in 
absolute terms, AM radio communities 
are much more numerous among 
smaller-sized communities than FM 
and TV. Thus, as Table 2 shows, 982, 
or 87 percent, of the AM communities 
are less than 50,000 in population, 
whereas 317, or 71 percent, of the FM 
and 4, or 6 percent, of the TV com- 
munities fall in that size group. Or to 
state it differently, nine out of ten TV, 


three out of ten FM, and one out of 
ten AM communities are larger than 
50,000 population. 

One may expect a considerable meas- 
ure of competition between two radio 
stations with the same type of service 
in a community because of the FCC 
policy against allowing dual station 
ownership in the same location. While 
competition does exist between stations 
in different communities for the sale 
of time to advertisers, the development 
of local advertising revenue depends in 
large measure on the station or stations 
located in the particular community. 
Accordingly, the 
amount of competition in communities 
of different sizes. Table 3 shows the 
number of communities with specified 
numbers of authorized AM stations ac- 
cording to the size of the community. 
This table shows that 70 percent of 
the AM radio communities lack this 
kind and degree of competition, for 
790 of the 1,122 AM radio communi- 
ties have only one authorized station. 
Moreover, the smaller the community 


let us investigate 
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the less chance there is of this kind of 
competition. The largest communities 
have a great deal of it. Only one per- 
cent of the communities (2 out of 140) 
of over 50,000 are single AM station 
communities. But communities of less 
than 50,000 are single AM station 
communities in eight cases out of ten. 
And 95 percent of the 530 AM com- 
munities with less than 10,000 popula- 
tion have only one AM station. 

The postwar increase in radio com- 
munities which is reflected in the fore- 
going data did enlarge slightly the 
number of communities with competi- 
tive AM stations. At the end of the 
war, the one-station communities were 
76.8 percent of the total number of 
radio communities. At that time there 
were no competitive stations in 20 per- 
cent of the radio communities of 50,- 
000 and more population, 85 percent 
of the radio communities of 25,000- 
50,000, and 99 percent of the radio 
communities under 25,000 popula- 
tion.** Another way of looking at the 
postwar increase from the standpoint 
of its effect on competition is to ask: 
how did the increase fall, as between 
one- and multi-station towns? The 
answer is that from the close of the 
war to 1949, 566 new AM radio com- 
munities were created. Of this number 
the greater portion, 381, or 69 percent, 
were new one-station communities, 
while 175, or 31 percent, had two or 
more stations. Of this latter group the 
greater number, 121, became only two- 
station communities, while 54 grew to 
three or more stations apiece. 

Federal Communications Commission, 


An Economic Study of Standard Broadcast- 
ing (1947), p. 5. 


Corresponding significance, as far as 
competition is concerned, cannot be 
attached to the comparable informa- 
tion on FM authorizations. Of the FM 
commercial stations on the air on Janu- 
ary 1, 1949, only 15 percent were 
owned independently of AM stations 
and operated as competitive units. An 
additional 13 percent were owned by 
AM stations but were operated in such 
a way as to produce revenues in their 
own right. The remaining 72 percent 
of the FM stations were owned by AM 
station owners and jointly operated 
with duplicated programs; no revenues 
were attributed to the FM stations. 
Nevertheless, the potential competition 
between FM stations in relation to size 
of community may be appraised in 
Table 4, if one bears in mind that these 
data ignore the presence or absence of 
AM stations in the same communities 
whether jointly owned or not. 

Table 4 reveals that single-station 
communities are more common among 
FM than among AM communities. 
Thus, for cities in the same size groups 
the proportion of cities with only one 
station is appreciably higher for FM 
stations than for AM stations. As was 
noted earlier, FM station ownerships 
tend to be concentrated in cities of 
more than 50,000 population. Of all 
FM communities, 131, or 29 percent, 
are located in such cities as against 140, 
or 12 percent, of the AM communities. 

Television has been pre-eminently 
the radio service confined to large 
cities. This, of course, is because of a 
combination of. factors — high capital 
investment and operating cost, shortage 
of very high frequency channel assign- 
ments which have been available for 
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Table 4. Number of Communities with Specified Numbers of Authorized* FM Stations, 
Continental United States, January 1, 1949 


Communities with specified number of FM stations 
Population group Total 

One | Two | Three | Four | Five | Six or 

more 
PeOOO= DS OOON Es on. 5.08 20 20 
SSOO0-L0/000—2 22.8: ; 52 ay 52 
WO;O00225,000........... 137 2 a =f — a 149 
ZOO00-50,000—. uo... - 62 28 6 Ae Se a 96 
Warder 50;000........- 271 40 6 oe ae : oe Sh17/ 
50,000 and over....... Bi 23 26 20 8 33 131 
PAM STOWPS ise eqs is 5+ 292 63 32 20 8 33 448 


Source: Federal Communications Commission. 
* Authorizations include licenses, construction permits, and conditional grants for com- 


mercial FM stations. 


TV, and the “freeze” on new station 
construction in the VHF channels. It 
was noted earlier than only 4 of 68 TV 
communities have populations of less 
than 50,000. All of these are one-TV- 
station communities. Even among 
larger cities, 36 of the remaining 64 
TV communities have only one TV 
station authorized. And only five com- 
munities have more than three author- 
ized TV stations. After the “freeze’’ is 
lifted, TV station construction will con- 
tinue to be restricted to larger towns 
and cities by the economics of station 
operation, barring of course the un- 
likely possibility of large chains of 
satellite or booster stations being built 
to fan out TV service to communities 
which cannot support independent sta- 
tion operations of their own. 

Thus far our consideration of the 
location aspects of the present radio 
industry has been in terms of com- 
munities and broadcaster businessmen. 
Let us turn now to look at the facilities 


assigned to these communities and 


businessmen. 


Til. 


The several types of radio stations © 
are all concentrated in larger com- 
munities. As of January 1, 1949, 51 per- 
cent of the AM radio stations, 76 
percent of the FM stations, and 98 
percent of the TV stations were in 
communities of more than 25,000 pop- 
ulation. If one looks to still larger com- 
munities — those of 50,000 or more 
population— one finds in them 39 
percent of the AM stations, 62 percent 
of the FM stations, and 97 percent of 
the TV stations. The data on which 
these percentages are based are pre- 
sented in Table 59. 

In this respect too the preceding 
decade witnessed some spreading of the 
industry into smaller communities. 
Thus, in 1945 at the close of the war, 
65 percent of the AM stations were in 
towns of 25,000 or more population, 
and 51 percent were in cities of 50,000 
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Table 5. Number of AM, FM, and TV Authorizations* by Size of Community, 
Continental United States, January 1, 1949 


Population group AM stations | FM stations | T’V stations 
2S OO= HO OOH opie eat nearer ia ana reC Ce nee 222 20 
HAO OO=1OL000N te ees seers eit tis orgs ia 339 52 
1OS000=25:000 hire Meester ere mere 437 161 2 
PEOO0O25 01000) be fa. gtine tok See ve oaesce ie cree 250 136 2 
(Orava tre SOHO Miran oceans emit Spine Uomo ec 5e 1,248 369 4 
SOW00fandsoverk ..-tsecar ee ecto wena etar. = coe ee 792 594 120 
IN exQoWt os, a ote Ae ane Oa lo oes deo 2,040 963 124 


Source: Federal Communications Commission. 


a Authorizations include licenses, construction permits, and conditional grants for com- 


mercial FM stations. 


or more population. Prior to the war, 
in 1939, 67 percent of the AM stations 
were in communities of more than 
25,000 population, and 52 percent in 
cities of 50,000 or more. 

The largest differences between the 
types of facilities licensed within a 
broad class of service exist in the case 
of AM stations. In the case of FM and 
TV, the stations are relatively homo- 
geneous in regard to those character- 
istics of station facilities which deter- 
mine the size of the area covered with 
the signals. 

The stations licensed for AM radio 
may be classified as “clear channel” 
50 kilowatt unlimited time and ‘part- 
time, “clear channél” 5 to 20 kilowatt 
unlimited time and part-time, “re- 
gional” unlimited time and part-time, 
and “local” unlimited time and part- 
time. The distribution of these classes 
of station authorizations as of January 
1, 1949, is shown in’ Table 6. 

The stations with greatest signal 
strength go to the larger communities. 
Thus, all but one of the 61 clear 
channel 50 kilowatt unlimited stations 
are in cities of more than 50,000 and 


that one exception is in a city of 25,000 
to 50,000. Six of the 7 clear channel 
50 kilowatt part-time stations are in 
cities of over 50,000. Almost as much 
concentration in large cities is observed 
for the 5 to 20 kilowatt clear channel 
stations. Regional stations reach down 
to smaller towns. And the bulk of the 
stations assigned to communities of less 
than 50,000 are the local stations. 

Since the war the growth in AM 
stations has placed additional low- 
powered stations in the smaller com- 
munities and more high-powered sta- 
tions in the larger communities. Thus 
of the increase of 803 stations in com- 
munities of less than 50,000 population, 
372, or almost half, have been local 
unlimited stations, while 237, or 30 per- 
cent of the increase, have been in the 
form of regional part-time stations. 
These two classes account for three- 
fourths of the increase for such com- 
munities. On the contrary, of the addi- 
tional 328 stations going to communities 
of 50,000 or more population, 67 per- 
cent have been either regional un- 
limited or regional part-time stations. 
Among the smallest communities — 
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Table 6. Number of AM Station Authorizations," by Class and Time, 
Continental United States, January 1, 1949 


Clear channel 
Regional Local 

Population group 50 kilowatt | 5-20 kilowatt Total 

; Un- Part- Un- | Part- | Un- | Part-| Un- | Part- 

limited] time |limited] time |limited! time | limited] time 
2500= 5,000... ...... ie 11 66 123 22 222 
me 5,000=10:000-% ....... Sh a8 1 1 24 We 196 45 339 
O-000=25/000). .:...... ie 1 2 69 83 255 26 437 
25,000-50,000......... 1 a. 2 1 80 39 125 2 250 
inder 50/0008... ..- =... 1 1 5 3 184 260 699 95 1,248 
50,000 and over....... 60 6 32 5 285 166 189 49 792 
PNIMESHOUPS rs 5 nest 61 7 37 8 | 469 | 426 888 | 144 2,040 


Source: Federal Communications Commission. 
® Authorizations include licenses and construction permits. 


those of less than 10,000 population — 
51 percent of the increase of 447 sta- 
tions has been in the form of local 
unlimited stations. At the other extreme 
— looking at the classes of stations — 
one finds that the increase of 10 in the 
number of clear channel stations of 
50 kilowatts unlimited took place en- 
tirely in communities of 50,000 or more 
population. In fact, these communi- 
ties received 11 additional clear chan- 
nel unlimited 50 kilowatt stations, while 
one of the two former stations in towns 
of 25,000 to 50,000 was deleted. The 
number of stations in each class at the 
end of the war and on January 1, 1949, 
is shown in Table 7. 

However one may appraise the qual- 
ity and effects of network programs as 
produced on the four major networks, 
it cannot be denied that a major net- 
work affiliation is an important part 
of the facilities of the AM radio sta- 
tion. It is of interest, therefore, to ob- 
serve the distribution of such affiliations 


of stations in relation to the size of 
the community. Table 8 presents such 
information. Overall, two-fifths of the 
radio communities of the country have 
no network affiliations. The concen- 
tration of network affiliations is in the 
larger cities. Thus of the 140 com- 
munities of over 50,000 population all 
but one have at least one network 
affiliated station. As one goes to smaller 
communities the percentage drops. 
Thus, from 25,000 to 50,000, 86 per- 
cent of the communities have at least 
one affiliated station; from 10,000 to 
25,000, 68 percent of the communities 
have at least one. Below 10,000 popu- 
lation, however, one finds only 46 per- 
cent for towns of 5,000 to 10,000, and 
27 percent for towns of 2,500 to 10,000. 

Competitive network service pro- 
vided by stations in the same town 
seems even less prevalent than network 
service from one station. Apart from 
network service so measured, of course, 
listeners receive network signals from 
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Table 7. Number of AM Stations by Class, October 8, 1945, and January 1, 1949 


Number of stations Increase, 1945 to 1949 


Class 
Percent of 
1945 1949 Number total inereaie 

Clear channel: 
50) kilowatt, numluniteds jacmee oe eee 51 61 10 0.9 
50 kilowatt, part-time............... 4 i 3 0.3 
5-20) kilowatt, unlimiteds;..4- 1... ey 37 8 Om 
5-20 kilowatt, part-time............. 4 8 4 0.4 
ecionalleumliarted em ee eer 278 469 191 16.9 
FResionalyypart- cline wren see weit rete 53 426 373 33.0 
ocal-wnlimited 40060... Sse oe 465 888 423 37.3 
itocal@ipant-time sent eet see iene onto 25 144 119 10.5 
All classes #55. sobs 2 oe ea 909 2,040 15131 100.0 


Sources: For 1945 data, Federal Communications Commission, An Economic Study of Standard 
Broadcasting (1947), p. 6; for 1949 data, Federal Communications Commission, community cards. 


Table 8. Number of Communities with Specified Numbers of AM Stations 
with Major Network Affiliations,* by Size of Community, 
Continental United States, January 1, 1949 


Communities with specified numbers of , 
stations with major network affiliations Radio : 
communities Total 
Population group ; with no AM radio 
Five network |communities 
One | Two | Three| Four or Total Wa tiiranone 
more 
De 500=" 5, O00 seer 60 s 3 60 159 219 
5,000-10,000....... 137 5 ee 142 168 310 
10,000-25,000.......] 194 2 3 1 223 107 330 
25,000-50,000....... 55 35 ils) 4 1 106 17 123 
Under5050005.-- 5. 444 63 18 5 1 Bol 451 982 
50,000 and over..... 12 20 «39 60 8 139 1 140 
All groups........|/* 456 83 57 65 9 670 452 di22 


Source: Federal Communications Commission. 


* The FCC designates these data as representing affiliation with a network, not mere 
service as a network outlet. 


locations more distant than the nearest 
town. As may be seen in the same 
table, there were 214 communities 
with two or more authorized stations 
affiliated with major AM networks in 
January, 1949. This amounts to less 
than one-third of the total number of 


communities with one or more affilia- 
tions, and to less than one-fifth of all 
radio communities. If these 214 are 
added to those communities completely 
lacking in network affiliation, one finds 
a total of 666, or 59 percent, of all 
radio communities which do not have 
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Table 9. Number of Radio Communities and of Station Ownerships, 
by Geographic Region, January 1, 1949 


(1) (2) Average station 
Geographic region Radio Station ownerships per radio 
Z communities? ownerships? SOM) 
. Q) =) 

MBORU CAS URE eters mn 2 rare slo She. sie vaia 149 444 
LA ec an 211 414 a 
ICS Leer see ame ea ee 133 221 1.66 
EUG G le eke ee 321 569 ATH 
Me Central .25...:.......... 133 230 1.73 
Mountain 2 > G-tly Beg a ae 105 UGS: 1.65 
| ABVING. 26 ee Aa ae naa re 106 241 222i 

PNVIBECETOMS tea ote tisye ates 2G usc siteieal eas. 1,158 2,292 1.98 


Source: Federal Communications Commission. 


2 Communities with at least one AM, FM, or TV station. 
> Number of ownership interests, excluding duplicated ownership of AM, FM, and TV 


stations in the same community. 


two or more stations with network 
affiliation. As might be expected, the 
competitive network affiliations are 
concentrated in the large communities. 
Of the cities of 50,000 or more, 127 
out of 140 fall in this class. But of the 
982 radio communities of less than 
50,000 population, only 87 have two 


or more network affiliations. 


IV. 


Thus far we have been viewing the 
broadcast stations from the standpoint 
of size of community. It is of interest 
also to examine the business structure 
of the industry with regard to its 
regional location. If we employ the 
concept of an ownership-of-radio-sta- 
tions-in-a-community, previously used 
for the whole country, the regional 
pattern appears as in Table 9. 

The regional clasifications are as fol- 
lows: Northeast, Connecticut, Dela- 
ware, Maine, Maryland, Massachusetts, 
New Hampshire, New Jersey, New 


York, Pennsylvania, Rhode Island, 
Vermont, District of Columbia; Great 
Lakes, Illinois, Indiana, Kentucky, 
Michigan, Ohio, West Virginia, Wis- 
consin; Midwest, Iowa, Kansas, Min- 


nesota, Missouri, Nebraska, North 
Dakota, South Dakota; Southeast, Ala- 
bama, Arkansas, Florida, Georgia, 


Louisiana, Mississippi, North Carolina, 
South Carolina, Tennessee, Virginia; 
South Central, Oklahoma, Texas; 
Mountain, Arizona, Colorado, Idaho, 
Montana, Nevada, New Mexico, Utah, 
Wyoming; Pacific, California, Oregon, 
Washington. 

The Southeast region, with 569 sta- 
tion ownerships, stands first with 24.8 
percent of all station ownerships. 
Nearly one-fifth of the station owner- 
ships were located in the Northeast 
states, and another fifth in the Great 
Lakes states. The Pacific, Midwest, and 
South Central regions range around 10 
percent each of the total, while the 
Mountain region with 7 percent has 
the smallest number. 
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Table 10. Number of Broadcast Station Ownerships per Radio Community, 
by Geographic Regions, 1945 and 1949 


Average station ownerships per radio community 
eceraphiic reai0e Percent of increase 
ooa5 i 1945 to 1949 
INontheasts-)..0- ce eee los eee er 225 2.98 34 
Greariiakes: $2.5 occ tee fae ee 1.54 1.96 20 
INATCAWeS Ez toes 5c oe ee eR eS 1.43 1.66 16 
Southeastise 34, 46 See see ee eres 1.43 Lea 24 
SoutheWenthal ccna tee enon eee 1.44 7S 20 
INiouiitauiee ee oe ee ye cao 1.24 1.65 33. 
PaGiiCns Pewee te acre t hoe tae 2.02 22Y, 12 
NIE Rees Co) CRAB taste Be Bee eric Ie 1.61 1.98 23 


Source: Federal Communications Commission, An Economic Study of Standard Broadcasting, 


1947, and IBM community cards. 


2 These data relate to AM station ownership only. There also were at that time less than 
50 commercial FM stations and 6 TV stations, most of which were owned by owners of AM 
stations. The independently owned FM and T'V stations were so few as not to affect the averages. 


The distribution of radio communi- 
ties differs from that of station owner- 
ships only slightly. The Southeastern 
region has 28 percent of the total, 
while the Great Lakes region substan- 
tially exceeds the Northeast. At the 
other extreme, the Pacific and Moun- 
tain regions are tied with 9 percent 
each of the total radio communities. 

The Northeast has the largest 
amount of potential local competition 
in broadcasting, for in that region 
there is an average of almost~ three 
station ownerships per radio com- 
munity. The second most competitive 
region is the Pacific Coast, with 2.3 
station ownerships per 
munity. The Midwest and Mountain 
regions, each with 1.7 station owner- 


radio com- 


ships per radio community, have the 
least potential local competition. 

The growth of the broadcast indus- 
try since the war has been uneven, 
geographically. Thus, if the 1949 pat- 


tern is compared with that of 1945, 
the greatest growth in numbers of 
radio communities appears in the South 
Central region, where an increase of 
146 percent took place. The only other 
region which experienced an increase 
greater than the national average (105 
percent) was also in the South — the 
Southeastern region, where the increase 
in radio communities was 123 percent. 
The smallest relative growth in the 
spread of radio communities was in 
the Northeastern region (where it was 
82 percent), and the Midwest region 
(85 percent) .2° 

The changes in competitive local sit- 
uations do not correspond to these 
regional changes in the number of 
communities with radio stations. The 
largest increase since the end of the war 


* Based on a comparison of the foregoing 
data with those presented in the Federal 
Communications Commission report, An 
Economic Study of Standard Broadcasting, 
1947. 
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in the potential for local competition 
in the same community was in the 
Northeastern region, where the number 
of different station ownership units per 
radio community rose by 34 percent; 
almost as large a proportionate increase 
took place in the Mountain region, 
where the rise was 33 percent. Both the 
Southeast and the South Central ex- 
perienced about the same _ increase 
as the nation-wide average increase 
(which was 23 percent). The Pacific 
Coast region, with a 12 percent in- 
crease, and the Midwest region, with 
16 percent, showed the smallest rise in 
potential local radio competition. These 
data are shown in Table 10. 


Summary 


This analysis has attempted to meas- 
ure several aspects of the competitive- 
ness of broadcast businessmen oper- 
ating within the framework of public 
licensing of their radio frequencies. It 
takes no account of rivalry in program 
policy which, in an industry dealing 
in entertainment and _ information, 
would be essential to full realization by 
the public of the presumed advantages 
of competition. 

The number of broadcast enter- 
prises located in a given community is 
the best measure of the amount of 
potential competition in the industry. 
In 1949 less than half of the communi- 
ties of the country had even one radio 
station of any kind. And radio com- 
munities (by virtue of AM, FM, or 
TV) were substantially fewer than 
newspaper communities. There were 
more radio station ownerships than 
newspaper ownerships in these com- 
munities. Excluding some 500 joint 


newspaper and radio ownerships, non- 
newspaper-controlled radio ownerships 
aggregated almost 1,800, or from 12 to 
19 percent more than daily newspaper 
ownerships. If one eliminates multiple 
ownerships in more than one com- 
munity, then it appears there were 
about 1,750 broadcast enterprises and 
less than 1,300 newspaper enterprises. 
Because about 500 of the former are 
controlled by the latter, we have a net 
total of about 2,500 different enter- 
prises in both daily newspaper and 
radio broadcast operations, with about 
half of this number in each industry. 

Most radio communities (7 out of 
10) have only one station of any kind. 
And only 14 percent of the nation’s 
communities have more than one sta- 
tion. The smaller the community, the 
less chance there is that it will have 
more than one station, and vice versa. 
Even so, the number of radio communi- 
ties in 1949 was about double that at 
the close of World War II. The great 
majority of the radio communities are 
such by virtue of having AM stations. 
FM stations are the sole stations in 
only an insignificant proportion of all 
radio communities, while TV stations, 
until the post-“freeze” expansion takes 
place, exist in only 6 percent of the 
AM communities. The postwar growth 
in numbers of AM communities was 
at the cost of progressively decreasing 
AM service areas, through the lowering 
of engineering standards. 

Looked at in relation to size of com- 
munity, AM radio communities are 
proportionately more numerous among 
small communities than FM and TV, 
and vice versa. The same is true of 
numbers of stations. For AM stations 
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the more effective types of channel as- 
signments are given the larger com- 
munities. The assignments of AM 
facilities since 1945 have accentuated 
the effects of this policy. Facilities for 
FM and TV stations are ‘relatively 
homogeneous in service-area coverage, 
wherever located. 

There are no network-affiliated sta- 
tions in two-fifths of the nation’s radio 
communities, and the existing network 
affiliations are more likely to ‘be found 
in the larger cities. Network affiliations 
with two or more stations are even 


more restricted: less than one-fifth of 
all radio communities and one-tenth of 
all communities have two or more sta- 
tions affiliated with major AM net- 
works. Regionally, the Northeast states 
have the largest amount of potential 
competition, with the smallest amount 
in the Midwest and Mountain states. 
The postwar expansion followed the 
same regional pattern. 

Nore: The Institute of Communi- 
cations Research, through a grant, 
made possible the tabulations appear- 
ing in this article. 


The Book Trade 
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THE publishing and distribution of 
books is one segment of a whole group 
of communications industries which 
have been very little analyzed or de- 
scribed in economic literature. Con- 
sidered together — and they are in fact 
very closely related in many ways — 
this group constitutes one of the largest 
industries in the country. The com- 
munication-of-ideas industries include 
as a minimum newspapers, magazines, 
books, radio, television, and motion 
pictures. A more expansive definition 
would take in the post office, telephone 
and telegraph, and cables. 

In the industries included in the nar- 
rower definition, Census data for 1939 
and 1947 give the totals of receipts 
shown in Table 1, (advertising revenue 
is also shown separately for 1947). 


As the table indicates, most of the 
industries in this group have come to 
depend very heavily on advertising as 
a source of income. Advertising now 
accounts for almost the entire revenue 
of radio and television broadcasting, 
and well over half the revenue for 
newspapers and magazines. Only book 
publishing and motion pictures among 
the major industries in the group are 
financed entirely by the price the 
consumer pays for the product itself. 
Advertising undoubtedly gives a com- 
petitive price advantage to those com- 
munications media which depend upon 
it, although the extent of this advantage 
is not so great as it might at first glance 
appear, since the securing of the adver- 
tising revenue also entails very sub- 
stantial expense. In fact, the effect of 


Table 1. Receipts of Communications Industries 1939 and 1947 
(000 omitted) 


. ; Receipts from 

Industry Total receipts oe bye pdverusane 

only, 1947 

POV SEVAT GUS See Tee eon ca aiepeuel on eters sens $904,946 $1,917,302 $1,192,413 
Poriovticals MMe EY 2 eons Sh sh Sie ales 419,952 1,085,616 625,741 
“woe fore OTE ostaVa Cio ot odo ome ap uomuaerect 154,649 463,851 OS ecu aeee 
Miscellaneous publishing................-- e953 1032343" 1\|\ | eres 
Radio networks and broadcasting stations. . . 123,882 ot 326,117 

Television networks and broadcasting stations} ........ 8,700 8,700" 

Motion pictures, income from film rentals. . . 243,500 534.000 Sis Caen eeeneene _ 

"aSRAE: © Sa ree 0 eaten enon RCE Cheep eR Rene aoa $1,864,882 $4,476,526 $2,152,971 


Sources: 1939 Census of Business and Census of Manufactures; 1947 Census of Manufactures; 
1948 Census of Business; Annual Reports of the Federal Communications Commission, Statistics 


of the Communications Industry in the U.S., 1939, 1947, 1949. 
® Includes a minor amount of book manufacturing in integrated firms. 


51949. 
©1948. 
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advertising revenue on intermedia com- 
petition in this field may well be more 
significant in relation to distribution 
than to price. The fact that advertising 
rates are based upon volume of circu- 
lation provides an additional and im- 
portant economic incentive to expand 
distribution. 

Book publishing is now one of the 
smaller categories in this group of in- 
dustries, although it did keep pace in 
growth in the 1939-1947 period. The 
size of the individual business units in 
book publishing is also relatively small. 
This reflects the fact that the book 
trade is really a combination of three 
separate but related sub-industries — 
book publishing, book manufacturing, 
and book distribution. 


Book Publishing 


The book publisher is the primary 
entrepreneur in the making and dis- 
tribution of books, the risk-taker, and 
the principal supplier of the venture 
capital necessary to the whole process. 
The publisher selects the manuscripts 
to be published, often supplies an ad- 
vance on royalties to finance the author, 
purchases the paper for the use of the 
book manufacturer, and advertises and 
distributes the product to the retailer 
or to the ultimate consumer. Very few 
book publishers now maintain their 
own printing and binding plants and 
even fewer own and control retail book- 
stores. The book business is thus far 
less integrated than the newspaper in- 
dustry, in which the publishing firm 
generally employs the writers, deter- 
mines the content, manufactures the 
physical product, and distributes the 
finished newspaper either directly to 
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the consumer or to retail news vendors. 
The magazine industry stands some- 
where between these two extremes. 
Within the field of book publishing 
itself there are various specialized kinds 
of publishing houses. The 1947 Census 
of Manufactures lists 648 book-pub- 
lishing establishments but this figure in- 
cludes religious, 
charitable, and other organizations 
which do some book publishing, but 
often a very small amount. In 1951, 
according to the annual tabulation 
made by Publishers Weekly, the trade 
journal for the book trade, only 295 
publishers published five or more titles. 
These 295 publishing houses may be 
classified roughly into the following 
principal categories of the business: 


General or “trade” book publishers 
(which may also have textbook 


social, educational, 


departments) « o,0<.3c.¢ 3). oe ee 125 
Reprint publishers, mostly 25¢ and 35¢ 

paper-bound reprints... .....e eee 12 
University. presses... <7. os eo eee 34 
Religious book publishers............ 25 
Lextbook publishers 3°. .4 2 ues eee 19 
Nonprofit: organizations: ...7.... ..eee 17 
Medical and law book publishers... ... li 
Miscellaneous publishers (plays, art 

books, foreign languages, etc.)...... 52 


In addition there are a number of 
book clubs, which are similar to re- 
print publishers in some respects, and 
encyclopedia publishers. 

The yearly output of the book pub- 
lishing business in 1947, the latest year 
for which detailed Census figures are 
available, breaks down as shown in 
Table 2. 

Since 1947 the total number of copies 
sold has increased but no exact figures 
are available. It is known, however, 
that the production of textbooks, espe- 
cially elementary and high school texts, 
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Table 2. Number of Copies of Various Types of Books Sold in 1947 
(Thousands of copies) 


Type of book 


Trade, or general books, adult and juvenile (including book clubs) 
General books, paper-bound, principally reprints 
Textbooks, elementary and high school........ 
Biext books colleges smh naa oem cole 
Religious books and hymnals................ 
Bibles, testaments, and prayer books.......... 
Technical and professional books............. 
Subscription books (encyclopedias, etc.)....... 
“\DUTENESS 6 io ancea RGR ete he ee a 


Number of Percent of 
copies sold total 
153,064 34.3 
See As eee 95,531 21.4 
eo ae ae ns 74,254 16.6 
A Otek tate eames 23,821 Aye) 
hes Mises eee 30,689 6.9 
I hoa to ees 11,854 2.6 
Se ee 17,467 3.9 
SENS Capt 14,626 BO 
ere pee et we 24,840 byw 
Be Peat oink Sees OF 446,146 100.0 


j Source: 1947 Census of Manufactures, with categories adjusted and school workbooks not 
included. All categories except the first in the list contain a small proportion of paper-bound books. 


has increased to keep pace with the 
growth of the school population. It is 
also known that the output of inex- 
pensive 25¢ and 35¢ paper-bound re- 
print books has grown substantially in 
every year since 1947. An official of 
one of the leading paper-bound reprint 
publishing companies estimated the 
total number of copies of these books 
sold in 1951 at 231 million, more than 
double the 1947 output. 

A rough measure of the physical 
output of the book publishing indus- 
try as compared with newspapers and 
periodicals (magazines) is provided by 
the Census data on paper consumed. In 
1947 the paper consumption was (in 
2,000 Ib. tons) : 


BME WSDAD EFS es) w clelcicie¢ «ic 4,162,848 
Periodicals (magazines)... 1,405,769 
1310/0) KOSS repcoro es ec ae 251,634 


Data on the financial position of 
book publishing are very difficult to as- 
semble because most of the companies 
are small, privately-held corporations 
not required to publish financial data. 
The Federal Trade Commission has 


sample data based on quarterly ques- 
tionnaires which, together with the 
data from the few companies required 
to file with the Securities and Exchange 
Commission, would make estimates pos- 
sible for 1947 and the succeeding years. 
Thus far, however, the only data from 
these sources which have been tabu- 
lated and released in the FTC-SEC 
Quarterly Industry Financial Report 
Series have been for all printing and 
publishing (except newspapers). Only 
one of the several trade associations in 
the field, the American Book Pub- 
lishers’ Council, an association of gen- 
eral book publishers, has released any 
data collected privately. The following 
information for 1947 and 1950 is taken 
from a report of this association, pub- 
lished in 1951, The Situation and Out- 
look for the Book Trade. 

In the 1950/51 survey of trade book pub- 
lishing (excluding textbooks) prepared for 
the Statistics Committee of the Council by 
J. K. Lasser and Company, of forty-six 
companies reporting, thirty-six showed 
profits and ten showed losses. ‘The average 
net profit of these forty-six companies, in- 
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cluding income from subsidiary rights, be- 
fore Federal income taxes, was 5 percent 
on sales as compared with 6 percent in the 
previous year. If income from subsidiary 
rights is excluded, only nineteen of these 
forty-six companies showed an operating 


profit on “trade” book publishing in 1950 


and twenty-seven had losses. 

There has been a gradual downward 
trend of earnings in general publishing 
since the end of the war. Dollar volumé of 
business has remained static since 1947. 
Average prices of books have not increased 
more than a maximum of 15 percent in 
some categories, and have declined in 
others. Manufacturing costs were about 25 
percent higher at the end of 1950 than in 
the Spring of 1947. Paper costs rose in the 
same period by about 15 percent. Salary 
and wage costs have also increased materi- 
ally in the past five years. Thus, with static 
volume and rising costs, it is not surprising 
that the profit level after taxes of general 
book publishing declined from about 6 per- 
cent of sales in 1947 to 3 percent in 1950, 
including all income from subsidiary rights. 
In 1951 additional rises in paper prices.and 
other costs are reducing the margin of 
profit still further. 


The textbook segment of the book 
publishing industry — elementary, high 
school and college texts — is known to 
be somewhat more profitable than 
trade book publishing but no financial 
data have been published in this field. 


Book Manufacturing 


Book manufacturing (printing and 
binding) is now almost entirely an 
industry separate from book publishing. 
A very few book publishers still have 
their own book-manufacturing facili- 
ties (which may also do manufacturing 
for other publishers), but the general 
practice is for the book publisher to 
contract this work out to the inde- 
pendent book manufacturer. As has 
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already been noted, the publisher also 
supplies the paper. Thus the book 
manufacturer furnishes little of the 
working capital required in financing 
book inventories and generally incurs 
no risk on the individual contract for 
a book. His risk is the more general one 
of securing enough work to keep his 
plant and staff profitably occupied. (In 
individual cases a book manufacturer 
may accept a contract for a book on 
credit, especially with a new publisher, 
and thus take over part of the normal 
financing of the publishing company. 
This kind of credit from the book 
manufacturer was much more exten- 
sive in the thirties than it has been in 
recent years.) 

The 1947 Census statistics on the 
book-manufacturing industry provide a 
fairly good picture of those establish- 
ments which specialize in the printing 
and binding of hard-bound books, but 
actually more book manufacturing was 
done in that year by other types of 
printing and lithographing establish- 
ments than by these specialized book 
manufacturers. Of the total receipts of 
$153 million for book printing and 
binding reported in the 1947 Census of 
Manufactures, only $65 million went to 
the specialized book manufacturers 
(Standard Industrial Classification 
2732) and $88 million was received by 
other industries, principally commer- 
cial printing (SIC 2751) and lithog- 
raphy (SIC 2761). One of the major 
categories of books which are manu- 
factured outside of the specialized book 
manufacturing plants is the inexpen- 
sive paper-bound reprints, which are 
usually produced by the firms which 
print and bind magazines. 
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auttettmissnbindn 


THE BOOK TRADE 51 


The specialized book-manufacturing 
industry is now almost completely 
mechanized, and the bulk of the busi- 
ness is done by a relatively small num- 
ber of the larger firms. The 1947 
Census of Manufactures lists 156 book- 
manufacturing establishments, but 65 
percent of the employees were in the 22 
establishments with more than 100 
employees each and only 35 percent of 
the employees were in the remaining 
134 establishments having less than 100 
employees each. 

Published financial data on the book- 
manufacturing industry are as rare as 
those for the book-publishing end of 
the business. Only one of the larger 
firms is a publicly-held company re- 
porting data to the SEC. The Federal 
Trade Commission has, however, re- 
leased a special tabulation of average 
figures on a sample of the largest firms 
in the industry (those with assets of 
$1 to $5 million) which corresponds 
rather closely with the data for the one 
publicly-held large company. The aver- 
age profit on sales after Federal taxes 
in this FTC sample was 9.7 percent in 
1947 and 5.3 percent in 1950. As in the 
general book-publishing industry, earn- 
ings as a percentage of sales declined 
substantially from 1947 to 1950. The 
figures suggest that the specialized 
book-manufacturing industry may be 
losing volume by not securing the work 
of printing and binding the inexpensive 
paper-bound reprints, one of the major 
areas of growth in book production in 


recent years. 


Book Distribution 


The distribution side of the book 


business is as varied in character as the 


publishing end. There are no precise 
statistics on the volume of books dis- 
tributed through various channels, but 
it is possible to interpret Census figures 
on types of books produced and on 
merchandise line sales in book, sta- 
tionery, and department stores in the 
light of the customs of the trade and 
thus to arrive at some very rough esti- 
mates. These estimates are contained 
in Table 3. 

The bookstore (including book de- 
partments of department stores), al- 
though the largest single means of 
getting books to the ultimate consumer, 
handles only a small portion of the 
total business in books of all kinds. For 
hard-bound general or “trade” books, 
however, the bookstore is the major 
outlet. There were 2,905 establishments 
classified as bookstores in the 1948 
Census of Business; but this figure does 
not include book departments in de- 
partment stores, and it does include 
book clubs. The inclusion of book clubs 
distorts the picture and makes it diffi- 
cult to calculate the average sales for 
bookstores. If an approximate adjust- 
ment is made by deducting the amount 
shown for book club and mail order 
books in the 1947 Census of Manu- 
factures, the sales of bookstores 
amounted to about $200,000,000 in 
1948, or an average of about $70,000 
per store, of which slightly over 70 
percent represented book sales. This 
average, of course, covers a very wide 
range, from a few stores doing well 
over a million dollars of business a 
year to many small ones in the range of 
$25,000-$50,000 annual sales. 

Data on the financial status of book- 
stores are almost nonexistent, and even 
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Table 3. Estimates of Book Distribution Through Various Channels in 1947 


(Millions of dollars at wholesale prices) 


Type of book 


College textbooks, technical books, and general books sold through 
bookstores and college stores............. 
Book clubs and other specialized mail order... . 
Encyclopedias, etc. (subscription books) sold through salesmen. . 
Elementary and high school texts sold generally to school systems. . 
Books sold through book departments of department stores...... 
Paper-bound reprint books sold through drug stores, 

ME WSSCANIGSs CLC aamnr as Gon rie eie oi eaten eee 
Books for exportss-- -s sae os aa atone 
Books sold to libraries (all types). ............. 
Direct mail by publishers, children’s books in miscellaneous stores, 

other; and mot accounted for--m.. sees. 


Nore 1. 


Wholesale Percent of 

value total 

ed Rs I SNe oe ke $130.0 30.7 
Fee Ree Orc) Fhe 65.4 1525 
62.0 14.7 

53.0 12.6 

30.0 Real 

Pts Pe ee ae 24.0 Spi 
Le ase Jee ae ae 31.8 ies) 
Be ea oe 15.0 3.6 
Seen: ee ee eee 10.8 2.6 
Be ae PE Sale ait $422.0 100.0 


The figures for book clubs and for subscription books represent retail values in 


the sense that they result from direct sales to consumers. 


Note 2. Estimates made from 1947 Census of Manufactures; 1948 Census of Business, mer- 
chandise line sales in book, stationery, and department stores; Publishers’ Weekly estimates of 
library sales;.Department of Commerce data on exports. 


when attempts have been made to se- 
cure information by questionnaire, it is 
difficult to put the results into a form 
which will permit comparisons with 
other types of retail business. The pro- 
prietors of bookstores work actively in 
most of the establishments, and it is 
hard to separate their earnings in wages 
from the return of the business itself. 
There seems little doubt, however, that 
the profit margin of bookstores was 
being seriously squeezed in 1950 and 
1951 under pressure of rising costs, a 
relatively static physical volume of 
business, and a level of book prices 
which was rising more slowly than that 
of other goods sold at retail. 

The retail bookstore operates on a 
gross profit margin of about 35 percent 
of total sales. This margin is less than 
in a good many other retail trades, 
especially when it is considered that the 
turnover of stock is generally rather 


low. In many ways the distribution of 
general books is inherently a costly 
operation. There are some 10,000 new 
books (new titles) published each year 
in this country, and some 80,000 titles 
in print. Even a large bookseller will 
handle far fewer than the lowest of 
these figures of course; but he will 
have to order thousands of separate 
books, usually in small quantities and 
from a hundred or more different pub- 
lishers. These small orders from diverse 
suppliers necessarily raise the expenses 
of booksellers above what they are in 
retail businesses where identical prod- 
ucts are ordered in quantity from a 
relatively few manufacturers or whole- 
salers. A few jobbers or wholesalers do 
exist in the book trade, but few if any 
booksellers deal exclusively with them. 

This financial squeeze on the book- 
seller in the last few years has caused 
a great deal of concern and discussion 
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in the trade, but no general solution is 
in sight. The bookseller naturally has 
suggested that the publishers increase 
their discounts to him; but the pub- 
lishers have pointed out that their 
average profit margin of about 3 per- 
cent after Federal taxes will not permit 
increased discounts without price rises. 
Both booksellers and publishers are 
afraid that price increases would re- 
duce the volume of sales, and thus help 
neither party, although booksellers seem 
somewhat less fearful on this score than 
publishers. Price increases which have 
already taken place are hard to meas- 
ure because there is no standard unit in 
terms of length, quality of paper and 
binding, and other variables. However, 
an estimate made by Publishers’ Weekly 
(January 5, 1952), calculated on the 
basis of average list prices of general 
books, places the increase between 1941 
and 1951 at some 28 percent — far less 
than the average increase in retail 
prices between those two years. 

It may be noted that one of the 
means by which the booksellers and 
publishers have been attempting to im- 
prove this position of the bookseller in 
recent years has been the equalization 
of book postage rates with those en- 
joyed by magazines and newspapers. 
Because the bookseller orders in small 
quantities from many sources of sup- 
ply, he secures, a very large part of his 
stock through the mails and generally 
pays the postage charges. Books now 
enjoy a nation-wide flat postage rate 
of 8 cents for the first pound and 4 
cents for each succeeding pound. The 
second-class rate for the reading mat- 
ter in newspapers and magazines is also 


a nation-wide flat rate, but this 


amounts to only 1% cents per pound, 
with a 30 percent increase scheduled 
over the next three years which will 
bring it to 1.95 cents per pound in 
1954. The actual expense of carrying 
second-class mail is calculated by the 
Post Office as being substantially higher 
than for books because of the handling 
cost of a larger number of pieces of 
mail per pound. 


Foreign Trade in Books 


Foreign trade in books falls into two 
categories, the export and import of 
the physical product and the much 
more extensive practice of foreign edi- 
tions and translations. Statistical data 
are available to some extent in the first 
category, but are almost entirely lack- 
ing in the second. Department of Com- 
merce figures on United States book 
exports and imports for selected recent 
years are as follows, in millions: 

1940. 1947 1949 1950 


U.S. book exports 

(excluding 

TAUSTE) ecaarhiyet- $4.5 $24.3 $20.4 $16.1 
U.S. book imports 


(excluding 

old books) ..... $2.9 $5.4 $7.6 $8.2 
Both these sets of figures are unfor- 
tunately far from exact and understate 
the volume. The export figures are 
probably understated more, because ac- 
count is kept only of book shipments 
valued at $100 or more. It has been 
estimated, for example, that the true 
figure for United States book exports 
in 1950 may have been as large as $25 
million rather than the $16 million 
reported. United States book imports 
are also understated to the extent that 
they do not include small shipments 
imported by mail as “informal entries.” 
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These foreign trade statistics, al- 
though understatements, do indicate 
that the export of American books ex- 
pressed in dollar terms is now on the 
order of some 3% times larger than it 
was in 1940, although it has. dropped 
back by a third from the high point 
in 1947. Book imports, on the other 
hand, have had a slow but steady in- 
crease since the war and now stand 
at almost three times their 1940 level, 
although they are still only half as great 
as United States book exports. There 
seems little doubt that the demand for 
American books abroad is much greater 
than the present volume of exports, but 
is restrained by shortages of dollars and 
currency restrictions in many countries. 

With respect to foreign editions and 
translations, there is very little infor- 
mation available other than the three 
annual editions of the Index Transla- 
tionum. compiled by UNESCO. This 
compilation, started in 1948, indicates 
that the number of United States works 
translated into other languages was 
1,105 in 1948, 1,189 in 1949, and 1,460 
in 1950. There were 12,561 editions of 
books in translation published in non- 
English-speaking countries in 1950; so 
that the 1,460 American books consti- 
tuted 11.5 percent of the total transla- 
tions in those countries. The number of 
individual American titles translated 
was, of course, much smaller; for ex- 
ample, in 1950 there were 45 transla- 
tions of Jack London’s works, 39 of 
Mark Twain’s, and 31 of Erle Stanley 
Gardner’s. The United States, in turn, 
published 496 editions of foreign lan- 
guage works in English translation in 
1950, about 4.5 percent of the total 
number of titles published in this 


country in that year. The Index Trans- 
lationum provides no information on 
the number of copies of translations 
produced or sold. 

Information on editions of American 
books in the English language pub- 
lished abroad, and American editions 
of British, Canadian, Australian, and 
other works in English is entirely lack- 
ing, although the volume of this ex- 
change in the English-speaking world 
is probably about as great as the trans- 
lation of American works into foreign 
languages, and vice versa. It is gen- 
erally the publishing practice in this 
country to bring out an American 
edition (printed and bound here) of 
British and Commonwealth works if 
the anticipated sale is 2,500 or more. 
The practice is similar in Great Britain 
with respect to American books. 

Foreign markets for United States 
books, both in the form of the physical 
American editions and in the sale of 
rights for foreign editions and transla- 
tions, could probably be expanded con- 
siderably. This would provide the in- 
dustry with some of the increase in 
volume of sales which it now needs, as 
well as promote the United States 
foreign policy objectives of making 
American thinking and writing better 
known abroad and of contributing, 
through American technical literature, 
to the economic progress of the non- 
Communist world both in developed 
and in underdeveloped countries. 
There exists, however, a major obstacle 
to vigorous efforts to secure the lower- 
ing of foreign trade barriers and ex- 
change restrictions against American 
books: a trade barrier of our own 
which has been firmly fixed in the 
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United States copyright law for some 
decades. 

The “manufacturing clause” of our 
copyright law requires that works in 
the English language be printed and 
bound in this country from type set 
here in order to secure the full protec- 
tion of United States copyright. Ameri- 
can authors and publishers are not 
faced with the same requirement in 
most of the principal book markets 
abroad. Through the device of placing 
an American book on sale in Canada 
or in Great Britain on the same day 
that it is published here, the American 
work receives copyright protection in 
the country as well as in each of the 
other 35 member countries of the Berne 
international copyright union. So long 
as the “manufacturing clause” remains 
in the United States copyright law — 
at least as it applies to foreign authors 
—it is very difficult for the United 
States to make an effective case for the 
reduction of trade and currency bar- 
riers against American books in other 
countries. Thus far, repeated attempts 
to modify the “manufacturing clause” 
have foundered on the opposition of 
part of our book-manufacturing indus- 
try and the even more vigorous resist- 
ance of our typographical unions. With 
the United States now an important 
net exporter of books and a leader in 
the technology of the typographical 
trades, it would seem that the book 
manufacturers and organized printers 
would benefit in increased volume of 
business if the law were modified. 
Authors and publishers generally take 
this view, but the desire for protection 
apparently continues in the manufac- 
turing end of the trade. 


Conclusion 


The United States book trade is in 
many ways an industry of the 19th 
century type, composed of relatively 
small, personally-managed, highly com- 
petitive firms, and with very little 
vertical integration. This situation is 
highly desirable so far as the end 
product is concerned —it maintains 
freedom of the press to a maximum 
degree. It insures publication of works 
which might not find a publisher if 
there were only a few giant integrated 
firms; and it is free of much of the 
pressure of serving a mass market with 
something which will offend or an- 
tagonize no one. On the other hand, 
this same lack of size and integration 
imposes economic handicaps, especially 
since the competition in the communi- 
cation-of-ideas industry is generally 
more integrated and has, moreover, a 
major additional source of revenue in 
advertising. A significant possibility of 
relief for the trade may lie in lowering 
distribution costs by cooperative efforts 
of groups of publishers in shipping to 
retailers, or in the development of a 
generally-used system of wholesalers. 
Similar efforts apparently have been 
successful in Great Britain, as well as 
in prewar Germany, without reducing 
the number of publishing houses or 
adversely affecting competition, which 
lies in the selection and promotion of 
individual titles. This is the direction 
in which the general or “trade book” 
segment of the industry is tending in- 
creasingly to look for at least a partial 
solution of its current economic diff- 
culties. 


Sulfur Resources for Industrial Use 
} W. H. VosKvuIL 
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SULFUR stands next to iron and coal as 
one of the most widely used minerals 
of modern industry. It has long been 
available at low cost, but low-cost 
supplies have become inadequate to 
meet current requirements. This poses 
a problem that will affect the operation 
of many industries. ; 

While the quantity of sulfur mined 
is far less than that of coal-or iron, its 
applications are so varied and funda- 
mental that the mineral may be con- 
sidered a major factor in industrial 
operations. Large tonnages of sulfur 
enter into the manufacture of chem- 
icals, including explosives and military 
materials; fertilizers and insecticides; 
pulp and paper; dyes and coal-tar 
products; rubber; paint and varnish; 
and food products. About three-fourths 
of the sulfur output is converted into 
sulfuric acid for further use in fer- 
tilizer manufacture, petroleum refining, 
coal products, iron and steel, paints and 
pigments, industrial explosives, and 
rayon and cellulose film and textiles. 

Sulfur is very widely distributed in 
nature. It is present in the earth’s crust, 
the ocean, the meteorites that come 
to us from cosmic space, sometimes in 
the atmosphere, and in practically all 
animal and plant life. Deep in the 
earth one finds large masses of sul- 
fides, especially iron sulfide; and in the 
crust, which, according to Clarke, con- 
tains 0.06 percent of sulfur, it is found 
in its elemental state and as sulfides 
and sulfates. The most important sul- 


fides are pyrite (FeS.), chalcocite 


(Cu.S), sphalerite (ZnS), and galena 


(PbS). The principal sulfates are 
gypsum (CaSO,-2H.O), anhydrite 
(CaSO,), and _ kieserite (MgSO,- 


H.O). Furthermore, significant quan- 
tities of combined sulfur are found in 
coal and petroleum, and as hydrogen 
sulfide in natural gas. 

Present and potential sources of 


sulfur of varying degrees of practi- | 


cableness are as follows: 


1. Native sulfur in salt domes, prin- 
cipally in the Texas and Louisiana 
Gulf Coast. 

2. Pyrite. 

_ 3. Sulfides of nonferrous metals — 
lead, zinc, and copper — obtained 
in smelter gases. 

4. Hydrogen sulfide in natural gas. 

5. Hydrogen sulfide from oil refinery 
operations. 

6. Sulfur from coal. 

a.. Coal brasses (iron pyrite) sep- 
arated from coal at cleaning 
plants. 

b. Hydrogen sulfide from  by- 
product coke oven gases. 

c. Sulfur dioxide from stack gases 
of coal-burning power plants. 

d. Sulfur, as iron pyrite, from 
washing refuse piles of coal 
operations. 

7. Gypsum and anhydrite. 

. Low-grade sulfur deposits. 

9. Reclaimed sulfuric acid. 


(oe) 


World Sulfur Resources 


Deposits of elemental sulfur are 
known to occur in considerable quan- 
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tities in the United States, Europe, 
South America, and Asia. Native sul- 
fur is produced in fourteen nations and 
pyrite is produced in twenty-eight na- 
tions and dependencies. 

Most widely known are the Gulf 
Coast salt dome deposits in Texas and 
Louisiana. Of a total of over 200 salt 
domes discovered in that area, only 
twelve have ever attained commercial 
status. The others have either been 
barren or of little potential value. Of 
the twelve workable domes, seven are 
in operation today; the remaining five 
have been exhausted. One and possibly 
three new additions are in prospect. 

Large deposits of sulfur in impure 
form occur in northwestern Wyoming 
but have not yet been exploited. 

Deposits of native sulfur in Italy and 
Sicily are second to those in the United 
States as a present source of elemental 
sulfur. These deposits may be greater 
in extent than the Gulf Coast supply 
in the United States, but exploration 
is difficult and costs are high. 

Japan is third among the world pro- 
ducers of elemental sulfur. Deposits are 
scattered throughout the islands as 
would be expected in a volcanic region. 
Japan is a large producer of both sulfur 
and pyrite; deposits of the latter are of 
far greater magnitude than those of the 
former. Most of the industrial require- 
ments for sulfuric acid are met by 
pyrite. Reserves of both appear to be 
ample. 

Impure deposits of sulfur of un- 
known quantities occur in Iceland. Ex- 
ploration there is under consideration. 
Other deposits of impure sulfur, pos- 
sibly up to 100 million tons, occur in 
the Andes Mountains of Chile and 
Argentina. These deposits are prac- 


tically inaccessible, however, and early 
exploration is very doubtful. Both 
sulfur and pyrite are reported in the 
U.S.S.R. Developed deposits of sulfur 
are reported in Soviet Central Asia 
(Uzbek Republic), Turkestan, and in 
the Middle Volga Region. Pyrite is 
reported in the Urals and in association 
with copper and zinc sulfides. 


Sulfides 


Next to elemental sulfur the prin- 
cipal source of this mineral has been 
and is now the sulfides of metals. In 
this case it is necessary to make a dis- 
tinction between iron sulfide, or pyrites, 
which is treated for its sulfur content 
and of which the resulting iron oxide 
is merely a by-product, and the sulfides 
of the nonferrous metals, which are 
important as ores of these metals them- 
selves. 

1. Pyritic Sulfur. lron pyrite is the 
most important source of sulfur outside 
the United States and possibly the most 
important sulfur resource in combined 
form. Even during the era when Gulf 
Coast sulfur was cheaply available, a 
considerable supply of sulfur in Euro- 
pean nations was obtained from pyrite. 
Outstanding among the known ore 
bodies of the world is the zone of 
pyrites deposition that extends through 
the province of Huelva in southern 
Spain and into Portugal. This is the 
largest known deposit in the world. 
Sizable deposits of pyrite also occur 
in Norway, Italy, Finland, Germany, 
France, Cyprus, Japan, and the United 
States. 

In the aggregate, a tremendous quan- 
tity of sulfur, mainly as pyrite, is pres- 
ent in coal deposits. The principal 
high-sulfur coals are found in certain 
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positions of the Interior Coal basin in 
the United States. 

2. Sulfides of nonferrous metals. The 
smelting of zinc and lead, particularly 
the ores of zinc, is accompanied by a 
release of sulfur dioxide from ‘the 
smelter. A part of this sulfur dioxide 
is recovered and converted into sulfuric 
acid. The quantity could be increased 
by more complete recovery if price and 
market demand warranted it. 

Deposits of metallic sulfides mined 
primarily as a source of metal occur in 
the United States, Sweden, Spain, 
Canada (at Sudbury, Ontario; Kim- 
berly, B.C.; and Flin Flon in Mani- 
toba), Silesia, Chile, and Australia. 


Sulfates 


Calcium sulfate, either as gypsum or 
anhydrite, is used as a raw material in 
the manufacture of both ammonium 
sulfate and sulfuric acids in European 
nations. Calcium sulfate deposits are 
and widely distributed 
throughout the world. Some of the 
better known deposits of the world 
occur in Britain, southern Ireland, 
Germany, France, the Netherlands, 
Spain, Canada, Iran, Pakistan, India, 
Egypt, and Australia. In the United 
States large deposits of anhydrite and 
gypsum occur in Oklahoma, New Mex- 
ico, Texas, Michigan, New York (On- 
tario district), Kansas, California, 
Ohio, Virginia, Nevada, Utah, Ar- 


kansas, and Arizona. 


numerous 


The Sulfur Industry in the 
United States 


The sulfur industry in the United 
States is dominated by the production 
and marketing of native sulfur which 
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is produced at low cost and which 
reaches most of the market destinations 
by low-cost water transportation. The 
native sulfur industry owes its impor- 
tance to a unique system of mining 
known as the Frasch method. This 
method was introduced in 1892 by the 
Union Sulphur Company and perfected 
after a decade of trial and experimen- 
tation. In this process a pipe is sunk 
into the sulfur-bearing rocks and hot 
water is forced in under pressure. The 
hot water escaping through perfora- 


es 


tions in the pipe melts the sulfur. The — 


molten mineral is forced upward 
through another pipe by means of com- 
pressed air, run into basins, and al- 
lowed to solidify. The principal cost of 
mining sulfur is fuel, and the second 
most important item is the cost of pipe. 

The advantage of low-cost produc- 
tion of native sulfur was supported by 
low water transportation costs. While 


sulfur is shipped to every state in the © 
Union, by far the larger part goes to © 


the southern states, the Middle Atlantic 
states on the Seaboard, and Illinois, 
Indiana, and Ohio on the Mississippi- 
Ohio waterway. In all cases the major 
movement is by water, and transporta- 
tion is not a large cost. 

The exceptionally low cost of sulfur 
production by the Frasch process pre- 
cluded the development of alternative 
sources of sulfur supply in the United 
States and, to a certain degree, abroad. 
The price of sulfur remained relatively 
constant around $18 per ton with a 
slightly higher export price. Sulfur 
from other sources, such as zinc and 
copper smelters and fuel gases, was a 
by-product recovery. 
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Recent Changes in the Patterns 
of Sulfur Supply 


When it became apparent in 1950 
that Gulf Coast sulfur could no longer 
meet the growing sulfur requirements, 
it became necessary to develop alterna- 
tive sources of supply. 

The change from native sulfur as a 
sole source of supply of sulfur and 
sulfur compounds for industry to other 
sources has been accompanied by higher 
transportation costs of sulfur-bearing 
ores to points of consumption and by 
higher processing costs of converting 
sulfur in sulfur-bearing materials to 
the forms in which it is used by indus- 
try. To offset high transportation costs 
on alternative raw materials, every 
effort is being made to develop sulfur 
sources as near the market as possible. 
The nature of the sources of supply of 
sulfur will be dictated by the sulfur raw 
materials that are locally available. 
The industry, therefore, is evolving into 
a large number of widely scattered 
producing units with many processes 
adapted to the types of raw material 
available and to the markets to be 
served. 

In addition to sulfur from pyrite and 
smelter gases, steps were taken to re- 
cover sulfur from “sour” natural gas, 
from oil refinery gases, and from stack 
gases of coal-burning power plants. 
Consideration was also given to the 
recovery of iron pyrite (coal brasses), 
using high-sulfur coals in Illinois and 
Indiana as raw material for a sulfur 
recovery industry. 

The immediate response to the sulfur 
shortage was the development of sulfur 
recovery plants in connection with 


“sour” natural gas production. These 
projects are centered in three major 
sour-gas areas: the Permian basin of 
West Texas and New Mexico, the Big 
Horn basin of Wyoming, and _ the 
Louann basin in South Arkansas, Cen- 
tral Mississippi, and East Texas. Al- 
together there are 16 plants in opera- 
tion or under consideration. 

Of less immediate importance in 
augmenting sulfur recovery are plants 
associated with oil refineries. In the 
United States, 21 sulfur recovery plants 
are in operation, under construction, or 
under consideration. These plants re- 
cover sulfur either through the regener- 
ation of spent sulfuric acid in refinery 
operations, or through the treatment 
of hydrogen sulfide produced in the 
process of the catalytic cracking of 
crude oil. 

These recovery projects may be re- 
garded merely as palliatives to alleviate 
the immediate shortage. They cannot 
be expected to close the gap between 
the supply of Frasch sulfur and con- 
sumer requirements. It is thought that 
these sources will supply no more than 
10 percent of the sulfur requirements 
of the North American continent. 

Among the by-product sources of 
sulfur not now exploited is the pyrite 
found in coal, referred to as “coal 
brasses.” The potential supply is very 
large if an economical method of re- 
covery can be developed. Coal de- 
posits in portions of Illinois and In- 
diana would be important sources of 
raw materials because of high sulfur 
content. Two methods have been sug- 
gested for the recovery of sulfur from 
coal: namely, the separation of pyrite 
(coal brasses) at the coal-cleaning 
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plant and the subsequent processing to 
sulfuric acid, and the recovery of sul- 
fur dioxide from the stack gases of 
power plants. 

Assuming a one percent recovery of 
pyrite from the 40 million tons of coal 
cleaned annually in these two states, 
there is a potential supply of 400,000 
tons of pyrite contaminated with car- 
bon. In order to translate this poten- 
tial sulfur supply into a contributing 
source, the coal producer must be pro- 
vided with an incentive to recover the 
coal brasses which would include an 
adequate price and agreements by pur- 
chasers to take all pyrite produced and 
offered for sale. The technical problem 
of using a pyrite contaminated with 
carbon for the manufacture of sulfuric 
acid would also need to be solved. 

In the alternative method of recover- 
ing sulfur dioxide from stack gases, 
the sulfur content of stack gases emitted 
from power plants in Illinois would 
more than meet the sulfur needs of 
Illinois and adjacent states. Investiga- 
tions by the University of Illinois En- 
gineering Experiment Station show 
that a feasible method of using sulfur 
dioxide has been developed and can be 
practically applied with a slight rise in 
the price of sulfur. 


Exports 


Exports of Gulf Coast sulfur form 
an important part of the domestic 
sulfur industry. During the two decades 
leading up to the sulfur “crisis” in 1950, 
exports averaged 25 percent of produc- 
tion. After World War II exports of 
sulfur to foreign acid makers went up 
sharply. In rebuilding war-damaged 


plants or constructing new plants, 


manufacturers abroad turned to Ameri- 
can brimstone as a source of raw ma- 
terial since it was then the cheapest 
and purest form of sulfur in the world. 
Foreign shipments are now declining 
because of increasing domestic require- 
ments, and European manufacturers 
again have to use pyrite and other local 
European sources of sulfur supply. 


The Sulfur Industry in Europe 


Among the nations of Europe both 
sulfur and iron pyrite are important 
raw materials in the sulfur industry. 
Italy, principally the island of Sicily, 
is the only important producer of na- 
tive sulfur on the Continent. These 
deposits are extensive and have a long 
history of production. The introduction 
of ‘the Frasch process in the United 
States resulted in a severe reduction in 
markets for the Italian deposits. Since 
World War II output has been some- 
what less than 200,000 long tons 
annually. 

Although native sulfur has played an 
important role in European industry, 
the principal source of supply, even 
during the period of high brimstone 
use, was and is pyrite. Pyrite available 
to European markets is produced in 
18 North African and European 
countries. Principal production, how- 
ever, is concentrated in Spain, Portugal, 
Norway, Italy, Cyprus, and Germany. 
Among these, Spain is the leading pro- 
ducer and for many years almost 
equalled the combined output of all 
other European nations. The dominant 
position of Spain as a supplier of pyrite 
is illustrated in Chart 1. 

Prior to 1942 a large tonnage of 
Spanish pyrite was shipped to the 
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Chart 1. Pyrite Production, Europe and Spain 
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sulfuric acid on the Atlantic Seaboard. 
After 1942 Spanish exports declined 
and were replaced to some extent by 
Canadian exports. Exports to the 
United States for the period of 1935- 
1950 are shown in Chart 2. 
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The year 1951 marked a change in 
the nature of sulfur supply growing 
out of the inadequacy of the Gulf 
domes as a source of supply. Iron 
pyrite, which declined in favor of brim- 
stone, is again being used increasingly 
in sulfuric acid manufacture. Addi- 


Chart 2. Pyrites Imported into the United States from Spain 
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tional supplies of sulfur are also ob- 
tained from smelter operations and, 
occasionally, oil refinery operations. 
Calcium sulfate, either as gypsum or 
anhydrite, is also used as an alternative 
to pyrite and other sulfides as. a source 
of sulfur compounds, with cement as a 
by-product. The process consists of 
heating in a rotary kiln a mixture of 
calcium sulfate and carbon with clay, 
sand, and other ingredients containing 
alumina, silica, and iron oxides. whereby 
SO, is evolved and cement clinker is 
obtained. A process of this’ kind re- 
quires a large amount of raw material 
near the plant, in order to avoid ex- 
cessive transportation costs, and a ready 
market for the by-product cement. 
Plants employing this process are lo- 
cated at Billingham and Merseyside, 
England, and at Miramas, France. 


Summary 


A shortage of sulfur from the sulfur- 
bearing salt domes of Texas and 
Louisiana, which became evident in 
1951, has indicated the need of estab- 
lishing a sulfur-producing industry on 
a broader base than has prevailed 
hitherto. 

In the United States, several supple- 
mental sources are, being extended or 


developed. A larger output of sulfur 
from nonferrous smelting operations is 
possible and will, no doubt, be put into 
effect. Other sources, such as the re- 
covery of sulfur from hydrogen sulfide 
in sour natural gases and in refinery 
gases, are being developed. Two limi- 
tations apply to these developments, 
namely, the limited amounts that can 
be recovered and the long distance 
from sulfur-consuming markets. A 
larger potential supply exists in sulfur 
contained in coal, although a higher 
cost of recovery accompanies this 
source of supply and its entry into the 
market can be anticipated only where 
nearness to market is a favorable fac- 
tor or under circumstances where the 
first two sources named fall short of the 
total demand. 

In Europe, a return to pyrite as a 
source of sulfur will be necessitated by 
a progressive curtailment of shipments 
of native sulfur from the United States 
and the lack of extensive native sulfur 
deposits in Europe. 

In the Orient, the demand for sulfur 
is limited and a critical situation does 
not yet exist, but further industrial 
expansion will compel a closer exami- 
nation of potential sulfur sources. 
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Faith and Fact in Economics 


Isolated truths separated from other known truths by an 
interval of conjecture, in which error might find room to con- 
struct its works, may offer perilous occasions. . . . 


It is only the utterances of an infallible authority that man 
can believe without argument and explanation, and here was 
an authority not infallible, giving no reasons, and yet claiming 


a submission of the reason. 


LORD ACTON 


A. STuART HALL 


Instructor in Economics, University of Illinois 


AN increasing specialization seems to be 
a concomitant of the growth of higher 
education. This is one reason why col- 
leges and universities teach economics, 
for it would be inconsistent to foster 
the division of labor implied by ever- 
increasing specialization without refer- 
ence to its natural corollary, the me- 
chanics of exchange. And if education 
implies increasing specialization, it fol- 
lows that we live in a dynamic eco- 
nomic world, for specialization and ex- 
change, production and distribution, 
are inextricably entangled one with 
another. Now people are not only sur- 
rounded and profoundly influenced by 
economic phenomena, they themselves 
are also economic phenomena. There- 
fore it is both proper and highly de- 
sirable that economic questions created 
by the dynamics of changing tech- 
niques, for example, be studied and 
debated as widely and freely as possible, 
outside as well as inside the classroom. 
Economists generally are as well aware 
of gaps in their own knowledge as they 
are of the immensity of various con- 
temporary economic problems, and 
probably most of them are willing to 
learn from anyone who has anything 
constructive to say. 


But it is scarcely constructive to deny 
that such problems do in fact exist, or 
alternatively to deny that economists 
have any right to explore them; and, 
unfortunately, a good deal of what may 
be called the “informal” literature of 
economics now extant rests on one or 
the other of these propositions. Finally, 
there are those who insist strenuously 
that economics instruction should be, 
essentially, and that 
economics textbooks should be collec- 
tions of articles of faith instead of 
thought-provoking devices. 

Consider the case of Mr. William F. 
Buckley, Jr. 

Young Mr. Buckley, lately Chairman 
and Editor of the Yale Daily News, 
left Yale in 1950 with a degree and a 
grievance. It is perhaps a moot ques- 
tion which of these will prove the 
greater asset in the short run; for the 
book which embodies his grievance, 
God and Man at Yale: The Supersti- 
tions of “Academic Freedom,”* be- 
came a candidate for the best-seller list 
within a few weeks after its initial ap- 
pearance last autumn, and by year’s 
end had enjoyed three reprintings. 


indoctrination, 


1Chicago: Henry Regnery Company, 


1951, pp. 240. 
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The crux of Buckley’s complaint 
against his alma mater is foreshadowed 
in the Foreword to his book (p. xiil). 
There he confides, 

I knew, of course, of the existence of 

many persons who had no faith in God 
and even less [sic] in the individual’s ca- 
pacity to work out his own destiny without 
recourse to the state. I therefore looked 
eagerly to Yale University for allies against 
secularism and collectivism. 
Most of God and Man at Yale is given 
over to a recital of the successive dis- 
appointments he encountered in this 
quest. In the latter part of the book its 
author develops arguments designed to 
support a positive program for redress- 
ing what he clearly regards as a de- 
plorable state of affairs. God and Man 
at Yale thus conforms to the canons of 
good writing. One may hope that Buck- 
ley’s erstwhile mentors draw comfort 
from this outward and visible sign that 
at least some of their instruction was 
attentively received, since not many of 
them are likely to be gratified by either 
the tenor of his book or the recommen- 
dations contained in its final pages. 

The present writer is hardly compe- 
tent to assess Buckley’s indictment of 
the Yale faculty on grounds of apathy 
or even downright hostility toward 
formal religion. Alsoy though Old Nick’s 
tenure at Old Eli is no doubt a ques- 
tion of considerable interest to the stu- 
dents and alumni of that institution, 
it is not one which is suitable for can- 
vassing in these pages. There are, how- 
ever, some indications that Mr. Buck- 
ley tends to confuse religion with what 
he happens to believe; and most as- 
suredly this same confusion is evident 
in his economic thinking. 


God and Man at Yale properly 
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comes within the purview of a journal 
such as this, because a large part of 
the book is devoted to a scorching criti- 
cism of the instruction in economics 
given at Yale. Here again, Buckley’s 
appraisal of the attitudes and aptitudes 
of various members of the Yale faculty 
calls for no comment in these pages. 
But it was not alone the teachers, it was 
also the economics textbooks used there 
which infuriated Mr. Buckley. All 
these books are widely used, and God 
and Man at Yale is therefore a book 
which offers opinions of some interest 
to economists and other persons out- 
side as well as inside the Ivy League. 

Buckley condemns Yale’s economics 
instruction on first, 
(pp. 45-46) 

. if the recent Yale graduate, who 
exposed himself to Yale economics during 
his undergraduate years, exhibits enterprise, 
self-reliance, and independence, it is only 
because he has turned his back upon his 
teachers and his texts. It is because he has 
not hearkened to those who assiduously dis- 
parage the individual, glorify the govern- 


ment, enshrine security, and discourage 
self-reliance. 


two grounds: 


And second, — though this is put in 
the form of a hypothesis — “. . . there 
exists a disparity between the values 
the alumni of Yale want taught, and 
those currently being taught in the field 
of economics” (p. 47; italics in the 
original). 

Buckley then undertakes to prove 
that the authors of certain economics 
textbooks must stand condemned, out 
of their own mouths, of preaching er- 
roneous — nay, collectivist! — 
economic theories to undergraduates. 
The brunt of Buckley’s attack is borne 
by four books: Bowman and Bach’s 


worse, 
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Economic Analysis and Public Policy, 
Theodore Morgan’s Income and Em- 
ployment,® the Elements of Economics 
by Lorie Tarshis,t and Paul Samuel- 
son’s Economics: an Introductory An- 
alysis.” Much of God and Man at Yale 
consists of quotations from, and _in- 
vidious comments upon, these text- 
books. 

Unfortunately, Mr. Buckley has not 
shown scrupulous fairness in dealing 
with these books. His selection of quo- 
tations was obviously made with a 
view to putting the sources in a bad 
light. Whether he has succeeded or 
not is a matter for individual readers 
to decide, but no one will question that 
whatever else God and Man at Yale 
has accomplished, it has demonstrated 
once again the efficacy of the ellipsis 
considered as a device for distorting 
the meaning of quoted passages. Space 
will not permit an extended exhibit of 
examples, but the inclusion of a few 
of them seems to be in order. 

For instance, Buckley (p. 56) charges 
Bowman and Bach with demanding a 
more “just” distribution of incomes. 
He quotes them, correctly, as follows: 

.... the government can go far towards 
achieving this end through the public econ- 
omy... . The obvious method of approach 
is through heavy taxes on the high income 
groups with the funds transferred directly 
or indirectly (through free or subsidized 
services) to the low income groups. (Eco- 
nomic Analysis and Public Policy, p. 714) 
In the original, however, the passage 
quoted is preceded by this: 

2New York: Prentice-Hall, 1943. Buckley 


(p. 64) regards even the authors’ choice of 


a title as ominous. 
3New York: Prentice-Hall, 1947. 
* Boston: Houghton Mifflin, 1947. 
5 New York: McGraw-Hill, 1948. 


Equity in the distribution of income means 
quite different things to different people. 
Insofar as it means establishing a higher 
“minimum” plane of living for the millions 
who are now very poor or redistributing 
income so as to reduce existing inequalities, 
the government, etc. . 


and it is followed by the unexception- 
able statement that 


Any governmental activity in the public 
economy affects the distribution of income. 
The question is not whether there shall be 
an effect, but rather what it shall be. 


Consider now the use to which Buck- 
ley puts Morgan’s textbook. Seizing 
upon a passage which begins thus, 
(Income and Employmeni, pp. 242- 
22) 


The [national] debt is expressed in terms 

of dollars. Hence, monetary and other pol- 
icies aimed at higher price levels in the 
economy would diminish its relative size. 
If average prices rise by 25 percent, then 
the holder of a bond (or other obligation 
expressed in dollars) can only buy four 
fifths as much . . . the real debt, in terms 
of goods and services, has obviously dimin- 
ished in size. There is much to be said in 
favor of a gradually rising price level, say 
1 or 2 percent a year. 
Buckley comments sardonically, (p. 74) 
In other words, whereas it may be immoral 
and otherwise unwise for the government 
to repudiate the debt, there remains the 
completely honorable alternative of simply 
reducing the value of the debt through 
government-caused inflation. 


But to ascribe such a sentiment to 
Morgan is palpably unwarranted, since 
the passage in Income and Employ- 
ment concludes, (p. 243) 

. older persons who are living on an- 
nuities and others with fixed salaries will 
be injured by rising prices. For these and 
other reasons, if government policy is di- 


rected toward rising prices, the rate . 
should be very moderate. It is, therefore, 
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still possible for a rising burden of debt to 
exist. 


According to Buckley, (p. 77) 


It is a basic plank of the Keynesians that 
ours is a “low consumption” economy that 
cannot sustain itself at a level of full em- 
ployment without recourse to the state. “A 
major concern of government, then, must 
be policies aimed at increased consump- 
tion. It follows that saving (except in peri- 
ods of inflation) is evil, and ought to be 
discouraged by government action. 


He then quotes from Tarshis’ Elements 
of Economics, selecting a passage 
wherein it is noted that consumers are 
willing to purchase only five-eighths of 
our full-employment output. And from 


this, says Buckley, (p. 77) 


It follows that Tarshis should announce as 
one of the goals of government “reducing 
incentives to thrift.” (Tarshis, p. 522.) 


Tarshis, however, merely mentions this 
as one of a number of possible meas- 
ures which would increase consump- 
tion: 


: . distributing income more equally, 
reducing incentives to thrift, doing away 
with taxes that reduce consumption, reduc- 
ing imports, and encouraging corporations 
to pay out more of their earnings in the 
form of dividends. 


But while these measures [Tarshis contin- 
ues] would undoubtedly raise the propen- 
sity to consume, it is probable that some of 
them would also adversely affect invest- 
ment and thereby nullify some of the fa- 
vorable effects of the increased propensity 
to consume. 


Buckley seems to have read the Tarshis 
textbook through a glass, darkly. We 
are told (pp. 81-82) that 


Had the New Deal engaged more thor- 
oughly and on a larger scale in applying 
the remedies of Keynes, says Tarshis, cor- 
poration profits during the period would 
have been more than three times what they 
were. 


The passage to which he evidently re- 
fers (Tarshis, p. 343) reads thus: 
Unemployment and depression (of which 
it is the most tangible sign) affect all of us. 
These are not things which concern only 
the unemployed or the economist. In a de- 
pression, corporations earn less money. 
They actually earned about $30 billion be- 
tween 1930 and 1940, whereas, with peak 
prosperity and full employment, their 
profits would have been over $100 billion, 
according to estimates. Thus depression 
cost owners of corporations about $72 
billion. 

True, the term “New Deal” occurs four 
pages later, when Tarshis says, (p. 347) 
“the Keynesian theory no more sup- 
ports the New Deal stand or the Re- 
publican stand than do the latest data 
on atomic fission.” 

Buckley, one gathers, recoiled from 
Samuelson’s Economics as much _ be- 
cause of its “typical glibness and rank, 
soap-opera appeal” (p. 60) as because 
of the noxious notions presented there- 
in. Perhaps this double dislike explains 
why the author of God and Man at 
Yale went to the trouble of fashioning 
the radically misleading “telescope quo- 
tation” — complete with ellipses, of 
course — presented on page 67. From 
this quotation one is led to believe that 
there exists a consensus among all these 
authors that “During depressions, gov- 
ernment spending of any sort is wise 
because, in the long run,’ (he then 
cites Samuelson, pp. 371, 434) 
wise domestic investment is no more pow- 
erful than ultimately foolish investment . . . 
because of the favorable respending effects 
on those who receive government expendi- 
tures. 

But when Samuelson speaks for him- 
self, the sense is somewhat different; 
observe: 


. . as far as present total purchasing 
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power and employment are concerned, 
wise domestic investment is no more pow- 
erful than ultimately foolish investment; 
wasteful public expenditure is as inflation- 
ary as useful expenditure; giving away 
goods rather than accepting them from 
abroad helps the current job situation for 
as long as you can get away with it. (p. 


a7) 


It cannot be repeated too often that 
building pyramids or digging holes and 
filling them up is indefensible. True, in 
comparison with a policy of doing nothing 
about a deep depression, such boondog- 
gling might seem in some ways preferable, 
because of the favorable respending effects 
of those who receive government expendi- 
tures. But such a policy is surely only the 
lesser of two evils. Properly planned useful 
public works have just as favorable sec- 
ondary effects, and in addition they fill im- 
portant human needs. (p. 434) 


On page 69 of God and Man at Yale, 
Samuelson’s book is quoted again — 
but only thus far: 

In short, there is no technical financial 
reason why a nation fanatically addicted to 
deficit spending should not pursue such a 
policy for the rest of our lives, and even 
beyond. 

However, Samuelson himself immedi- 
ately adds that there are other aspects 
to be and concludes, 


(p. 433) 
If a nation or Congress is misguided 
enough to continue heavy spending and 
light taxing after total consumption and 
private investment have become too large, 
then inflation will be the outcome. 
Let these examples suffice. The devices 
Buckley has employed are all too fa- 
miliar, and it might be more interest- 
ing to explore instead the possible 
reasons for his apparent addiction to 
their use. 

One hypothesis may be ruled out at 
once. Manifestly, God and Man at 


considered, 


Yale was written by a person who is 
intelligent as well as articulate. That 
young Mr. Buckley is so obtuse as to 
be incapable of comprehending the 
argument of these introductory text- 
books is an impossible explanation. And 
although the book contains minor er- 
rors (e.g., on p. 73 a dictum by Sam- 
uelson is attributed to Tarshis), the 
persistence of Buckley’s bias is too pal- 
pable to be explained away as simple 
carelessness. What possibility remains? 

It seems to this writer that Buckley 
himself has provided us with a clue. 
He informs his readers, (p. 51 n.) 
“.. . I look upon economics as the 
science of adjustment . . .”; but in the 
next sentence he confesses, “J am, 
further, committed to the classical doc- 
trine. . . . I therefore consider any in- 
fringement upon the component parts 
of the free economy to be unsound 
economics.” Now from at least the time 
of Giordano Bruno, the intellectual 
history of the Western world is largely 
a record of the struggle between science 
and doctrine, between demonstration 
and dogma. Science and doctrine are 
not necessarily antithetical, as is freely 
admitted by all thoughtful people; but 
it is idle to deny that in many areas, 
particularly those dealing with social 
questions, there has been continual con- 
flict between them. What happens when 
the conclusions of economic science, 
such as it is, clash with traditional eco- 
nomic doctrines? Or when empirical 
evidence and a “cloud of witnesses” 
suggest that the economic world is not 
at all as one wishes it to be? The 
vehemence of Buckley’s attack upon 
the “slavish disciples of the late Lord 
Keynes” (p. 64) indicates that he has 
chosen to essay the role of defender 
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of the faith rather than that of an 
open-minded student of an inexact 
science. The following considerations 
seem to support this hypothesis: 


A. On July 15, 1950, there appeared 
a manifesto entitled What the National 
Economic Council Is— And Is Not 
(Economic Council Papers, Vol. VI, 
No. 2), subtitled “A Statement to the 
American People by a Number of 
American Citizens.” Its opening para- 
graph reads thus: 


Because of attacks on the National Eco- 
nomic Council and its President, Merwin 
K. Hart, furthered and publicized through 
the Buchanan Congressional Committee, 
we publish this statement. Our purpose is 
to make perfectly plain what the National 
Economic Council is — and is not. 


The manifesto continues, 


Every effort has been made in recent 
years to discredit the Council and its aims 
by falsely branding Mr. Hart as both fas- 
cist and anti-semitic. ... 

The Council is convinced that the Amer- 
ican march to statism is taking the form 
first of a moderate Socialism on the British 
model; . . . it is the Council’s profound 
conviction that this first stage of so-called 
democratic Socialism will be followed by a 
swift descent into either a fascist or a 


communist dictatorship —both equally 
abhorrent. 
And it concludes: 5 


We ourselves support the Council, mor- 
ally and financially. And we call on all 
Americans, men and women, and particu- 
larly the businessmen — who will have no 
enterprise left unless this thing is stopped 
—to send their dollar . . . their thousand 
dollars, to the National Economic Council, 
Empire State Building, New York 1, New 
York. 

Unless the principles for which the 
Council stands are maintained, your pri- 
vate property, your private enterprise, your 
own personal liberty will not survive. 
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There follows a list of nineteen signers, 
one of whom is a Mr. William F. Buck- 
ley of Sharon, Connecticut. Mr. Buckley 


is the father of William F. Buckley, Jr., 


the author of God and Man at Yale. 


B. The National Economic Council © 
referred to is registered under the lob- — 


bying act (Cf. Report of the House 
Select Committee on Lobbying Actwwt- 
ties, 81st Cong., 2nd Session, Part IV, 
p. 36). The Council publishes, among 
other things, the Economic Council 
Review of Books. Until his death in 
1945, its editor was Albert Jay Nock, 
the author of several books, among 
them one entitled Our Enemy, The 
State.® The present editor is Mrs. Rose 
Wilder Lane. The Economic Council 
Review of Books for August, 1947 (Vol. 
IV, No. 8) consists almost exclusively 
of a long review of Tarshis’ Elements 
of Economics, and the issue for August, 
1950 (Vol. VII, No. 8), devotes much 
space to a critical commentary upon 
the textbooks by Paul Samuelson and 
Theodore Morgan. Morgan’s Income 
and Employment is only 267 pages 
long, but the texts by Samuelson and 
Tarshis are each well over 600 pages 
in length, and in the aggregate the 
three books undoubtedly contain not 
less than 350,000 words. Nevertheless, 
no fewer than twenty quotations from 
these three books appearing in God and 
Man at Yale (pp. 49-83) may be 
found, wonderful to relate, in one or 
the other of the two issues of the Eco- 
nomic Council Review of Books men- 
tioned. 


C. A vast amount of correspondence 


*New York: 


William Morrow & Co., 
1935. 
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from the files of the National Economic 
Council is reproduced in Part IV of 
the Report of the House Lobbying 
(Buchanan) Committee mentioned 
above. One such item is headed “Mem- 
orandum to Mr. Harding from Mr. 
Hart,” and is dated July 23, 1947. 
Among other things, this memorandum 
relates Hart’s dealings with a moder- 
ately well-known industrialist, and says, 
in part: (Report, p. 242) 


I wrote him at his California residence 
2 days ago, asking him to contribute to- 
ward our attack [N.B.] on the Tarshis book 
and for our general purposes; and Rose 
Wilder Lane, for whom he has great re- 
spect, agreed to write him the same day. 
I would say some subscription, perhaps 
$1,000 or $2,000, will be forthcoming. 


It is noteworthy that Mr. Hart seems 
to have been at some pains to assure 
his prospective “subscribers” — i.e., 
contributors’ —that outlays of this 
nature were “deductible before taxes” 


(e.g., Report, p. 548). 


* Donations to organizations of this stripe 
commonly take the form of subscriptions to 
their publications. Donors need not even 
compile lists of those to whom they wish 
such literature sent; the organization takes 
care of everything. In general, it seems to 
be clergymen and libraries who become the 
surprised recipients of these anonymous gifts 
(Cf. Report, IV, p. 244, pp. 547-551, etc.). 
In other cases, they are delivered to the 
subscriber for distribution to employees and 
others. 

In a seven-year period, the Committee for 
Constitutional Government (an organization 
similar to the National Economic Council) 
thus distributed 82 million tracts, pamph- 
lets, books, etc., including about 700,000 
copies of John T. Flynn’s The Road Ahead. 
(Report, V, 93, 109) 

The impact of this spate of propaganda 
cannot even be guessed at; but it is known 
that in at least one instance it resulted in 
political pressure on the administration of a 
university (not Illinois) to abandon a stand- 
ard textbook in economics. 


D. The Economic Council Review 
of Books for November, 1951 (Vol. 
VIII, No. 11), contains a review of 
God and Man at Yale which might 
better be called a panegyric. William 
F. Buckley, Jr., is therein lauded for 
“. . . his courage and honesty and his 
defiance of the powers of darkness 
which seek to destroy those who chal- 
lenge the superstitions of our ‘progres- 
sive’ age” (p. 3); he is styled “‘a young 
David challenging the Goliath of col- 


bb) 


lectivist and materialist teaching. . . . 
(p. 2) Moreover, it is asserted there 
that 


Although Buckley does not concern him- 
self as much with the Communist flower 
which grows from the soil watered by the 
faculty of Yale and other great universities, 
as with an indictment of those who deny 
the values which he thinks they should 
teach, his quotations from the textbooks in 
use clearly demonstrate the pro-Soviet 
orientation of some of the authors.® (p. 2) 


While this is conjectural, God and Man 
at Yale does demonstrate that it is 


* Presumably Mr. Buckley’s “demonstra- 
tion’? came as no surprise to the editor of 
the Economic Council Review of Books, 
since in May, 1949 (Vol. VI, No. 5), that 
journal had proclaimed, “Mr. George S. 
Montgomery, Jr., the well-known New York 
attorney, discovered that American schools 
and colleges are undermining the Republic 
by debauching the minds of young Amer- 
icans.”’ 

This assertion appears in the course of a 
review of Montgomery’s Return of Adam 
Smith (Caldwell, Idaho: Caxton Printers, 
Ltd., 1949), a book which features attacks 
on the Encyclopedia of the Social Sciences, 
the Columbia (University) Encyclopedia, 
Professors John M. Clark, Alvin Johnson, 
E. R. A. Seligman, and others. Mr. Mont- 
gomery, the author, is closely affiliated with 
the National Economic Council and was one 
of the signers of the manifesto noted else- 
where. In his book Mr. Montgomery found 
occasion to commend Mrs. Lane as a “kin- 
dred spirit” to Adam Smith. (p. 92) 
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possible to read books with an eye 
single to the detection of dismaying 
dicta; or, alternatively, that it is pos- 
sible to attend Yale for four years and 
leave in full possession of one’s original 
prejudices and opinions. 

Insofar as Buckley’s book concerns 
economics, it was obviously written as 
an ad captandum argument against 
using any and all texts wherein the 
“Keynesian” analysis (now seventeen 
years old) is presented. While God and 
Man at Yale does not specifically rec- 
ommend that a latter-day Index be 
compiled banning such books, there is 
no reason to suppose that the Appen- 
dix, which sets forth a roster of schools 
where the texts under fire are in use, 
was included in order to weaken the 
central argument of the book. 

Furthermore, Buckley’s grand con- 
clusion is that college professors should 
be the instruments by means of which 
the beliefs of those who support uni- 
versities are inculcated in the student 
body. (pp. 181, 190, et passim) Hence, 
“If the majority of Yale graduates 
believe in . . . individualism, they can- 
not contribute to Yale so long as she 
continues in whole or in part to foster 
contrary values.” (p. 195, italics added) 
The British civil seryant, efficiently im- 
plementing policies which he perhaps 
finds repugnant, is held up as a model 
for college instructors: “He has been 
hired to do just this and no freedom 
has been abridged so long as he is at 
liberty to quit his job.” (p. 187; italics 
in the original) Thus the chain of 
events which Buckley visualizes seems 


to be: first, the power of the purse 
is to be invoked with a view to purg- 
ing institutions of higher learning of 
their nonconformist teachers, where- 
upon those remaining may be relied 
upon to perpetuate the ideas presently 
held by alumni and also to produce 
only “sound” textbooks; when, in turn, 
those who are at present students be- 
come alumni, they will of course be 
without any official knowledge that 
reputable economists may nevertheless 
hold different views, so that in time 
orthodoxy will be even more rigidly 
enforced. A happy uniformity will then 
characterize the company of American 
scholars. 

Nothing better illustrates Buckley’s 
(or the National Economic Council’s) 
fundamental confusion than this absurd 
suggestion. Economics is not a religion, 
and the conclusions to which the study 
of this subject leads are ultimately de- 
rived from research and not revelation. 
The advancement of learning in eco- 
nomics, as elsewhere, entails a continu- 
ing process of analysis and synthesis, a 
continual testing of tentative hypothe- 
ses, and a resolute rejection of theories 
new or old which, although perhaps 
valid in some other context, do not 
apply to the problem currently being 
studied. Too many critics of textbooks 
seemingly believe that if one, and only 
one, theory were taught, then in some 
mysterious way the facts of economic 
life would rearrange themselves in con- 
formity with it. 

Such optimism seems to be unwar- 
ranted. 
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Books Reviewed 


Business Forecasting. By Frank D. 
Newbury (New York: McGraw- 
Hill Book Company, Inc., 1952, 
pp. vi, 273. $4.75) 


This book attempts to carry a load 
that would be heavy for a much larger 
volume: It not only sets out to explain 
the basic methods of forecasting busi- 
ness by statistical methods; it also 
briefly explains the theoretical basis for 
those methods and presents a justifica- 
tion for assigning forecasting an im- 
portant role in the operation of the 
modern corporation. 

It starts on the premise that “fore- 
casting, by some method or other, is 
necessary and is as inescapable in busi- 
ness life as breathing and digestion are 
in physical life.” (p. 2) This becomes 
a major thesis expressed most clearly at 
the beginning of the last chapter: “The 
sales forecast is the keystone of the arch 
of the structure of planning in a manu- 
facturing or trading corporation.” 
(p. 237) The whole point is, in the 
reviewer’s opinion, somewhat overem- 
phasized. The value of budgetary pro- 
cedures lies not in predetermining op- 
erations for a period into the future, 
but in coordinating operations. Every 
firm and industry must adjust to 
changes as they occur; and undue em- 
phasis on forecasting may lead to the 
seeking of speculative profits more than 
to the facilitating of necessary adjust- 
ments. 

In the discussion of forecasting meth- 
ods, a distinction is drawn between 
two basic approaches: The first pro- 
ceeds through “the understanding of 
various economic principles and rela- 


tionships that affect business behavior 
and the direct measurement of the fac- 
tors and forces that determine business 
activity. . . .” (p.6) The second is the 
statistical analysis of “past experience 
and behavior so that it can be safely 
projected some little way beyond the 
present.” (p. 6) 

The strongest part of the book lies 
in the presentation of that portion of 
the second approach which is the par- 
ticular contribution of the author, in 
his own past work as a business fore- 
caster for Westinghouse Electric Cor- 
poration. It is essentially a technique 
of cycle analysis, utilizing a series of 
moving averages to isolate various 
cycles — such as “the long construction 
cycle,’ the “40-month cycle in the 
durable goods industries,’ and “the 23 
months cycle in the textile industries.” 

The author explicitly points out the 
deficiencies of the cycle approach: 
“The cardinal sin in the application of 
business cycles to forecasting is the me- 
chanical projection of the average 
lengths of different industry cycles to 
pin-point the end of the next boom or 
of the next depression.” (p. 175) He 
makes clear the need for considerable 
judgment in the use of this technique. 
His position is perhaps best summarized 
in the following paragraph: 

It may appear from the foregoing ob- 
servations that business cycles offer little 
help to the business forecaster. Neverthe- 
less, and in spite of the many qualifications 
and limitations that are necessary, business- 
cycle analysis still remains one of the most 
important tools in the forecaster’s kit... . 
Until we can predict the future spend- 
ing intentions or plans of individuals, busi- 
ness firms, and government agencies more 
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accurately and completely than we are now 
able to do, we must fall back on the char- 
acteristic behavior of business in the past 
for an indication, however inadequate, of 
how business will behave in the future. 


(p. 176) 

The expenditure-income flow method 
utilizing the gross national product 
data is conceded to be most acceptable 
in strict logic, but that method is de- 
veloped only to a “shortcut procedure” 
in which the shortcutting is achieved 
mainly by stopping at the stage of a 
first approximation. More than a 
decade of experience with this method 
provides the basis for the judgment that 
this procedure cannot be expected to 
give consistent results. Moreover, as the 
passage just cited indicates, little is said 
about the ways of forecasting the all- 
important autonomous expenditures. 

Placed more or less on a par with the 
expenditure-income flow method is 
another using the monetary equation, 
PT = MV. The latter is given pre- 
eminence in price forecasting. In con- 
trast, the reviewer’s experience suggests 
only skepticism as to the possibility of 
getting sound results by this means, 
especially over the short term. 

These remarks are probably sufficient 
to make clear the limitations of the 
book. It is, nevertheless, a book that 
will almost certainly help the budding 
forecaster avoid errors. Perhaps _ its 
greatest value lies in the essentially 
practical approach of the author. All 
through its pages run warnings. It 
points out “the pitfalls of past experi- 
ence”; it indicates the qualifications on 
the use of mathematical or other rela- 
tionships that assume a “normal pattern 
of behavior in the forecast period”; 
and it stresses the need for examining 


all the parts of a total “without giving 
undue weight to any single item.” 
Much of the author’s practical experi- 
ence appears in these pages, to the 
benefit of all who may draw upon it. 


V Lewis BASSIE 


Industrial Pricing and Market Prac- 
tices. By Alfred R. Oxenfeldt (New 
York: Prentice-Hall, Inc., 1951, 
pp. XII, 602. $4.75) 

As is indicated in the title, the author 
is concerned in this book with the 
pricing of industrial products. He 
has not, however, been content to de- 
scribe the pricing practices of the im- 
portant manufacturing industries in 
the United States. Rather, he has been 
concerned with comparing the widely- 
used pricing practices in American in- 
dustry with those which would yield 
the best allocation of resources accord- 
ing to the canons of welfare economics 
and with recommending public policies 
which would achieve a better alloca- 
tion of resources. 

In his. first chapter, entitled “The 
Environmental Setting,’ Mr. Oxenfeldt 
deals in statistical terms with the size 
and structure of control of American 
industry. He finds that the typical 
manufacturing industry is character- 
ized by a rather high concentration of 
output among the few large firms. He 
then turns to a review of the role of 
prices in the allocation of resources and 
to the standards by which pricing poli- 
cies may be judged. Thereafter, in a 
series of five chapters, the author con- 
siders the variety of pricing practices of 
American industry and the implications 
of each for the performance of the 
economy. This leads to a brief discus- 
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sion of the government’s influence 
through antitrust legislation, public 
utility regulation, retail price mainte- 
nance laws, and the like on the pricing 
practices of American industry. Pre- 
sumably to make his study more con- 
crete, the author devotes two chapters 
to case studies of the pricing practices 
of two industries, whisky and steel. 

In a chapter entitled “Public Policy 
Recommendations,’ Mr. Oxenfeldt 
recommends a series of governmental 
measures which he argues would lead 
to pricing practices more nearly in ac- 
cord with the standards posed in his 
second chapter. He is not content in 
this chapter with a single remedy. 
Rather, he recommends a large number 
of measures which, taken together, 
would serve to prevent further concen- 
trations of industrial power and to limit 
the power of existing firms to price 
their products arbitrarily. He would 
not allow, for example, a firm to ac- 
quire another firm if the acquisition 
would increase the size to over 10,000 
employees or its share of the market to 
more than 25 percent of the total sales 
within any state. He would ban paral- 
lel action among rivals as well as ex- 
plicit agreements. He would revise the 
antitrust laws so that businessmen who 
had the power to impair the public 
interest would be informed of their 
public responsibility. If they abused 
their power, action could then be taken 
against them. 

This book, written as a_ textbook, 
should also be of interest to business- 
men and professional economists as 
well. The businessman will find the 
author’s discussion of the environ- 
mental setting and of the pricing prac- 


tices of American industry particularly 
interesting. The professional economist 
will be particularly interested in the 
author’s argument that when monopoly 
exists at successive stages of production, 
the price of the final product will be 
higher than if the product is produced 
by a fully integrated firm. 

E. T. WEILER 


The Soviet Financial System: Its De- 
velopment and Relations with the 
Western World. By Mikhail V. 
Condoide (Columbus, Ohio: Bu- 
reau of Business Research, College 
of Commerce and Administration, 
Ohio State University, 1951, pp. 
xii, 230. $4.00) 

This little (162 pages of text) book 
presents an authoritative treatment of 
the structure and operation of the 
Soviet economic system, suitable for 
the lay reader interested in an explana- 
tion of how a totally planned economic 
system is operated and how this par- 
ticular system has planned its existence 
in relation to its satellites and the capi- 
talistic world. It appears to be the best 
simple, direct, factual portrayal of the 
structure of the Russian economy, its 
money, banking and credit, and its 
foreign and domestic financial policies 
which has yet been published. The 
author neither condemns nor con- 
dones the ideological positions of the 
U.S.S.R., but presents the facts which 
are relevant to an understanding of the 
well-integrated drive toward the long- 
run goals of the system. 

Mr. Condoide was born and edu- 
cated in Russia and came to the United 
States soon after the revolution. He is 
familiar with the Russian language and 
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culture and has made a continuing 
study of the Russian system, using ma- 
terials not available to many who do 
not use the language. 

According to Mr. Condoide, the fol- 
lowing conclusions appear~ justified 
from an examination of available in- 
formation about the Soviet economic 
system. In a relatively short period of 
time, with little outside assistance, the 
Soviet state has built a powerful and 
durable economic system with a strong 
capital-goods industry which is geared 
to the production of goods for national 
defense. This has been achieved by 
limiting consumer goods production to 
such an extent that little improvement 
in standards of living has occurred in 
the last thirty years. 

Financial control has here exercised 
through the Gosbank, which holds the 
deposits of all Soviet economic enter- 
prises and which has the power to con- 
trol industries by granting or withhold- 
ing short-term credit. More specifically, 
the Gosbank can refuse to approve in- 
dividual transactions unless they are in 
accordance with planned production. 

The high rate of recapture of income 
from the workers and peasants (which 
is made necessary because so large a 
part of the total national product goes 
to armament, capital-goods construc- 
tion, and repair of war damage) is 
achieved mainly through the turnover 
tax, the tax on profits of state enter- 
prises, and profits on the resale of agri- 
cultural products. The turnover tax 
yields more than half of the total 
revenue of the state. It is regarded as 
being efficient in that it is simple and 
cheap to administer, cannot be evaded, 
and is a reliable source of revenue. It 


is flexible because a reduction or in- 
crease in its rate can cause an increase 
or decrease in profits for purposes of 
encouraging an expansion or a con- 
traction in an industry. As might be 
expected in a country constructing a 
capital-goods industry, arming, and re- 
pairing war damage, a high rate of 
tax on the indispensable items of con- 
sumption is necessary to discourage 
consumption. Turnover taxes account 
for 11, 20, and 24 percent, respectively, 
of the value of light manufactures, 
food, and agricultural products. 

In spite of the centralized control of 
the economic system, the use of the 
turnover tax, and government control 
of prices, the Soviet Union did find it 
necessary to spend in excess of revenue 
before and during the war years and, 
thus, to inflate the currency. However, 
drastic currency reform (which in- 
cluded a 1 for 10 substitution of new 
internal currency for old) has been 
effected since 1947, prices of many 
commodities have been lowered, and 
real income of the people somewhat 
improved. Rationing was abandoned at 
the same time that currency reform was 
accomplished. 

In foreign trade, the policy of the 
Soviet Union has been to free itself 
from dependence upon the capitalist 
world. Most imports have been of 
capital equipment, semimanufactured 
goods, and raw materials which would 
help to make it a self-sufficient econ- 
omy free from the hazards of capitalist 
encirclement. Soviet foreign trade was 
2.5 percent of the world total at its 
peak in 1930-31 and had declined to 
only 1 percent of the world total by 
1938. This is an indication of the suc- 
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cess of the self-sufficiency program. 
Since World War II the Soviets have 
taken several steps to rebuild their 
damaged capital plant and to further 
expand and develop their economic 
system. Foreign trade with Europe, 
Asia, and America has been resumed 
through one-year bilateral trade agree- 
ments. Reparations in kind from the 
former German satellites, plus large 
quantities of loot, have added to their 
stock of capital equipment. Finally, 
arrangements for exchange of goods 
and assistance among Russia and her 
new family of European satellites are 
zoing forward. 

This book contains in a 38-page ap- 
pendix some documentary materials 
which are of more than casual interest 
to the general reader. Pages 167 to 179 
reproduce some press dispatches, the 
decrees of the 1950 revaluation of ‘the 
ruble in terms of gold for foreign ex- 
change purposes, and the 1947 decrees 
on currency reform and abolition of 
rationing. 

Those who feel that they need to be 
filled in with some concisely stated 
sackeround information, as a basis for 
mterpreting the welter of international 
sharges and countercharges which form 
he crux of the cold war disagreements, 
will be especially interested in pages 


180 to 205 of the appendix. In this 
26-page section are presented without 
comment the relevant parts of: 


1. The Potsdam agreement affecting 
reparations. 


2. Soviet violations of treaties and 
agreements as charged in the Depart- 
ment of State Bulletin, June 6, 1948. 
(These agreements and charged viola- 
tions affect Germany, Austria, Poland, 
Hungary, Bulgaria, Rumania, Korea, 
and Manchuria.) 


3. A review and summary of the 
State Department’s accusations against 
Russia as given in the Department of 
State Bulletin of July 3, 1950. 


All in all, this book is the best presen- 
tation in readable form of an accurate 
picture of the structure, operation, and 
control of the Russian economy. It does 
not appraise the quality of life in 
Russia. It fights no ideological wars. 
It is not concerned with Russian in- 
ternal politics. 

It is recommended for the general 
reader who is curious about how a 
totally planned economy is operated. 
It is recommended to all economists 
who want to brush up as painlessly as 
possible on the details of the Soviet 
economic system. 

J. L. McConne.i 


